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REPORT OF THE NATIONAL COMMISSION ON 
RESTRUCTURING THE INTERNAL REVENUE 
SERVICE 


THURSDAY, JULY 24, 1997 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Oversight, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 9:55 a.m., in room 
1100, Longworth House Office Building, Hon. Nancy L. Johnson 
(Chairman of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 


( 1 ) 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON OVERSIGHT 

FOR IMMEDIATE RE T, EA SE CONTACT: (202) 225-7601 

July 15, 1997 
No. OV-6 

Johnson Announces Hearing on the 
Report of the National Commission on 
Restructuring the Internal Revenue Service 


Congresswoman Nancy L. Johnson (R-CT), Chairman, Subcommittee on Over- 
sight of the Committee on Ways and Means, today announced that the Subcommit- 
tee will hold the first of a series of hearing to examine the June 25, 1997 report 
of the National Commission on Restructuring the Internal Revenue Service (IRS) 
entitled, “A New Vision for the IRS.” The hearing will take place on Thursday, July 
24, 1997, in the main Committee hearing room, 1100 Longworth House Office Build- 
ing, beginning at 10:00 a.m. 

Oral testimony at this hearing will be from invited witnesses only. Witnesses will 
include members of the Commission and officials from the U.S. Department of the 
Treasury. However, any individual or organization not scheduled for an oral appear- 
ance may submit a written statement for consideration by the Committee and for 
inclusion in the printed record of the hearing. 

BACKGROUND: 

The National Commission on Restructuring the Internal Revenue Service was es- 
tablished by Public Law 104-62. Its purpose was to review the present practices of 
the IRS and to make recommendations for modernizing and improving its efficiency 
and taxpayer services. The 17-member panel was comprised of Members of Con- 
gress, Administration officials, representatives from various private sector firms, 
taxpayer organizations, and the National Treasury Employees Union, a former IRS 
Commissioner, and a State teix administrator. The Commission was co-chaired by 
Senator Robert Kerry (D-NE) and Representative Rob Portman (R-OH). Senator 
Charles Grassley (R-IA) and Representative William Coyne (D-PA), the Ranking 
Democrat on the Subcommittee on Oversight, also served on the Commission. 

Over the past year, the Commission held 12 days of public hearings, 3 field hear- 
ings, and numerous private sessions with public and private sector experts, academ- 
ics and citizen’s groups to examine IRS operations and services. It also reviewed 
thousands of reports on IRS operations, management, governance, and oversight. 
The Commission’s report, which was endorsed by 12 of its 17 members, contains rec- 
ommendations relating to Congressional oversight and Executive Branch govern- 
ance; IRS management and budget; IRS workforce and culture; IRS customer serv- 
ice and compliance; technology modernization; electronic filing; tax law simplifica- 
tion; taxpayer rights; and financial accountability. 

Its most notable recommendation is that responsibility for Executive Branch gov- 
ernance of the IRS should be placed with a new Board of Directors appointed by 
the President for staggered five-year terms, and comprised of one representative 
each from the Treasury Department and from the National Treasury Employees 
Union, and five private sector individuals with expertise in managing a large service 
organization. The Board’s role would be to guide long-term strategic planning at the 
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IRS, appoint and remove senior IRS leadership (including the Commissioner), ap- 
prove the development of IRS’s budget and allocation of the ag;ency’s resources, and 
hold IRS management accountable for success. The Commission also recommends 
that the IRS Commissioner should be appointed for a five-year term and should be 
given greater flexibility in hiring, firing, and salary decisions. 

The Administration has formulated its own plan, entitled the “Five-Point Plan for 
IRS governance,” which includes the establishment of an IRS Management Board 
(comprised of 20 high-level Federal officials) to improve management and operation 
of the IRS, and an IRS Advisory Board (comprised of 14 private-sector professionals) 
to provide advice to the Treasury Secretary, and a National Performance Review to 
address customer service problems at the IRS. 

In announcing the hearing, Chairman Johnson stated: “On a daily basis, the IRS 
touches the lives of millions of hard-working Americans who provide the very life- 
blood of the Federal Government through the taxes they pay. In return, the nation’s 
taxpayers deserve high-quality service and fair treatment. Regrettably, the near- 
universal view is that the quality of IRS’s interaction with the taxpayers has dete- 
riorated over the past two decades. The IRS Restructuring Commission has per- 
formed a valuable service to nation by identifying the complex problems facing the 
IRS and offering constructive recommendations for changing it into an agency which 
provides world class service and citizen satisfaction.” 

FOCUS OF THE HEARING: 

The purpose of hearing will be to provide Subcommittee Members with a general 
overview of the Commission’s findings and recommendations, as well as the Admin- 
istration’s position on the Commission’s recommendations and its five-point plan for 
improving the IRS. Additional Subcommittee hearings will be scheduled later in the 
year to examine specific proposals in the Commission Report within the jurisdiction 
of the Committee on Ways and Means. 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS: 

Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) single-space legal-size copies of 
their statement, along with an IBM compatible 3.5-inch diskette in ASCII DOS Text 
format only, with their name, address, and hearing date noted on a label, by the 
close of business, Thursday, August 7, 1997, to A.L. Singleton, Chief of Staff, Com- 
mittee on Ways and Means, U.S. House of Representatives, 1102 Longworth House 
Office Building, Washington, D.C. 20515. If those filing written statements wish to 
have their statements distributed to the press and interested public at the hearing, 
they may deliver 200 additional copies for this purpose to the Subcommittee on 
Oversight office, room 1136 Longworth House Office Building, at least one hour be- 
fore the hearing begins. 

FORMATTING REQUIREMENTS: 

Each statement presented for printing to the Committee by a witness, any written 
statement or exhibit submitted for the printed record or any written comments in 
response to a request for written comments must conform to the guidelines listed 
below. Any statement or exhibit not in compliance with these guidelines will not be 
printed, but will be maintained in the Committee files for review and use by the 
Committee. 

1. All statements and any accompanying exhibits for printing must be typed in single space 
on legal-size paper and may not exceed a total of 10 pages including attachments. At the same 
time written statements are submitted to the Committee, witnesses are now requested to submit 
their statements on an IBM compatible 3.5-inch diskette in ASCII DOS Text format. 

2. Copies of whole documents submitted as exhibit material will not be accepted for printing. 
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material 
not meeting these specifications will be maintained in the Committee files for review and use 
by the Committee. 

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub- 
lic hearing, or submitting written comments in response to a published request for comments 
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by the Committee, must include on his statement or submission a list of all clients, persons, 
or organizations on whose behalf the witness appears. 

4. A supplemental sheet must accompany each statement listing the name, full address, a 
telephone number where the witness or the designated representative may be reached and a 
topical outline or summary of the comments and recommendations in the full statement. This 
supplemental sheet will not be included in the printed record. 

The above restrictions and limitations apply only to material being submitted for printing. 
Statements and exhibits or supplementary material submitted solely for distribution to the 
Members, the press and the public during the course of a public hearing may be submitted in 
other forms. 


Note: All Committee advisories and news releases are available on the World 
Wide Web at “HTTP;/AVWW.HOUSE.GOVAVAYS_MEANS/”. 

The Committee seeks to make its facilities accessible to persons with disabilities. 
If you are in need of special accommodations, please call 202-225-1721 or 202-226- 
3411 TTDATTY in advance of the event (four business days notice is requested). 
Questions with regard to special accommodation needs in general (including avail- 
ability of Committee materials in alternative formats) may be directed to the Com- 
mittee as noted above. 


Chairman JOHNSON. Good morning, and welcome to this impor- 
tant hearing on the report of the National Commission on Restruc- 
turing the Internal Revenue Service. Today’s hearing is the first of 
several hearings by the Subcommittee, and we are honored to have 
with us this morning Hon. Senator Kerrey and Senator Grassley to 
speak on this report. 

I’m going to delay my opening statement — until after the Sen- 
ators have had a chance to testify, because they do have votes com- 
ing up in the Senate. 

With that. Senator Kerrey, who was the Senate Chair of this 
Commission, it’s a pleasure to have you with us today. I know that 
my colleague, Mr. Coyne, would like to welcome you as well. 

STATEMENT OF HON. BOB KERREY, A U.S. SENATOR FROM 
THE STATE OF NEBRASKA 

Senator Kerrey. Thank you very much. Madam Chair and Rep- 
resentative Coyne. I appreciate very much the chance to present 
our testimony and to give you our views on what we believe needs 
to occur with the law in order to bring the Internal Revenue Serv- 
ice to the standards of the American people. 

We started the National Commission on Restructuring the Inter- 
nal Revenue Service well over a year ago, and next week we will 
introduce legislation drafted to conform with the report of this 
Commission. The goal of the legislation is to make the IRS work 
for the American people. 

Let me begin by explaining why I think this legislation is so im- 
portant. First, there are twice as many people who pay taxes as 
vote. Citizens’ faith that their government can be fair and efficient 
is dependent on a well-functioning IRS. 

Second, the days of the old-fashioned tax collector are over. The 
core of the Commission’s report and the legislation is based on a 
vision for a new IRS. We believe. Madam Chair, in today’s world, 
the job of the IRS is to operate as an efficient financial manage- 
ment organization. 
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It is simply a myth that the bulk of the Federal revenue is gen- 
erated through heavy enforcement. While the IRS must maintain 
a strong enforcement presence, its core and the core of the Federal 
revenue stream lie in a revamped, modern organization that can 
assist taxpayers promptly and efficiently, track account informa- 
tion, and send out clear notices. There is a breathtaking gap be- 
tween the service levels of the IRS and those of the private sector. 

Madam Chair, I would ask consent to include my entire remarks 
in the record. I’m going to try to summarize them in order that 
Senator Grassley can get his testimony in before we have to go 
over and vote. 

Chairman Johnson. Certainly, Senator Kerrey. 

Senator Kerrey. Madam Chair, our Commission met, as I said, 
for well over a year, taking testimony from the private sector, tak- 
ing testimony from IRS employees, both current and former, taking 
testimony, most importantly, in the field from citizens who deal 
with the IRS constantly. 

With very rare exception did we hear a witness come forward 
and bash the Internal Revenue Service. On a very rare occasion did 
we hear somebody come forward in a disrespectful fashion. This 
testimony was offered with great respect for the burdens placed 
upon Internal Revenue Service employees, but with an intense in- 
terest in trying, as I said earlier, to close the gap between what 
they find themselves being able to get, in terms of service in the 
private sector, and what the Internal Revenue Service is able to do. 

Madam Chair, we focused on six main areas in our deliberations 
and in our legislation. The first is executive branch governance and 
management; second, work force and civil service flexibilities; third, 
incentives for electronic filing; fourth is taxpayer rights; fifth, co- 
ordination of congressional oversight; and sixth, complexity of the 
Tax Code itself 

Senator Grassley and my fellow Commission members will each 
address different areas. My intent today is to focus on the govern- 
ance, management, and congressional oversight. 

Madam Chair, there is one operative paragraph in here, in my 
testimony, that describes the status quo. We heard it repeatedly 
from all sources, from current and former employees, stakeholders, 
both the taxpayer as well as the practitioners. We heard consist- 
ently, over and over and over, the following problem identified: 

A key problem identified by the Commission was a lack of a co- 
herent accountable structure to implement a long-term vision and 
goals. We found that we in Congress often send conflicting signals 
to the agency. We found that Treasury has basically left the IRS 
to its own devices, leaving a vacuum in the executive branch over- 
sight of the agency. We found executives unable to maintain focus 
and gain traction with Congress on IRS strategy. 

In short, at the top levels of the IRS and Treasury, there are 
murky lines of accountability, a lack of necessary expertise to oper- 
ate in the new information age, and no people of authority with sig- 
nificant tenure to get the job done. 

We recommend in our legislation, in terms of governance, to cre- 
ate first a Board of Governors, appointed by the President, with 
staggered 5-year terms. Second, the Commissioner will be ap- 
pointed for a 5-year term, so he or she will be around long enough 
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to accomplish real change. Third, the Commissioner will be given 
greater flexibility to hire or fire his or her own team of executives. 
Fourth, congressional oversight will be coordinated among the au- 
thorizing Subcommittees. 

Madam Chair, there’s a competing proposal, which you will hear 
later today from the Treasury Secretary and the Deputy Secretary, 
who disagree with our plan. They have developed an alternative 
proposal that creates two advisory boards which attempt to 
strengthen Treasury’s governance of the IRS. The first has 20 polit- 
ical appointees, the second has 14, advisors with no real respon- 
sibilities. 

The Commission considered this proposal seriously but in the 
end rejected it. We rejected it because Treasury’s plan further blurs 
accountability instead of answering the urgent need for clear lines 
of accountability. It does nothing to alleviate the continuity prob- 
lem with political appointees, who traditionally serve for a short 
period of time. Third, it endangers politicizing the IRS. What the 
IRS needs is accountability without politicization. 

The Treasury’s proposal to create an oversight board of officials 
from Office of Management and Budget, 0MB, Office of Personnel 
Management, 0PM, and the Vice President’s office could under- 
mine the credibility of the IRS as an apolitical organization. 

We continue to work, by the way, with Secretary Rubin and with 
Deputy Secretary Summers, trying to reach a compromise. But I 
must, with respect to the diligence of these two individuals, point 
out some things that have been said, with all due respect, that are 
simply inaccurate. 

They have said that private people should not control law en- 
forcement, and that our Nation’s revenue stream will be at risk 
under our proposal. Madam Chair, those accusations are simply 
not true. First, we propose that the Board of Governors be presi- 
dentially appointed. Senate confirmed, and removable at the will of 
the President. While members serve on the board, they will be gov- 
ernment employees serving in a government function, much like 
the Postal Board of Governors, who have vast control over the Post- 
al Service. Additionally, the board will not have any role in tax pol- 
icy. The IRS Commission’s proposal would draw clear lines of ac- 
countability between tax policy and tax administration. 

In addition. Madam Chair, the Secretary of the Treasury will be 
a member of the new board, subjecting it to scrutiny, were there 
to be any appearance of impropriety. 

Again, we continue to try to work with Treasury, hoping to reach 
some accommodation, but we believe our legislation, if enacted, will 
over time narrow the gap between what people get from the private 
sector and what they get from our Internal Revenue Service. 

I thank you very much. Madam Chair, and Members of the Sub- 
committee. I see that my Cochair is here now, and I will now yield 
to the senior Senator from Iowa. 

[The prepared statement follows:] 
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Statement of Hon. Bob Kerrey, U.S. Senator from the State of Nebraska 

Madame Chairwoman and members of the Committee, it is a distinct honor to 
share with you the findings and recommendations of the National Commission on 
Restructuring the Internal Revenue Service. Next week we will introduce legislation 
drafted to conform with the report. The goal is to make the IRS work for the Amer- 
ican tcixpayer. 

Let me begin by explaining why I think this legislation is so important. First, 
there are twice as many people who pay taxes as vote. Citizens’ faith that their gov- 
ernment can be fair and efficient is dependent on a well functioning IRS. Second, 
the days of the old-fashioned tax collector are over-the core of the Commission’s re- 
port and legislation is based on a vision for a new IRS. We believe, in today’s world, 
the job of the IRS is to operate as an efficient financial management organization. 
It is a myth that the bulk of the federal revenue is generated through heavy en- 
forcement. While the IRS must maintain a strong enforcement presence, its core and 
the core of the federal revenue stream lie in a revamped, modern organization that 
can assist teixpayers promptly and efficiently, track account information, and send 
out clear notices. There is a breathtaking gap between the service levels of the IRS 
and those of the private sector. 

The IRS has a 20 percent error rate for processing paper returns and expends an 
incredible amount of resources and focus to correct these errors. It captures only 40 
percent of the data from returns and is still drowning in a sea of paper It is typi- 
cally 18 months before a return can be matched against 1099s. A private sector 
business that took on average 18 months to send someone a bill, certainly wouldn’t 
stay in business very long. 

The Commission’s report and accompanying legislation offer both a realistic goal 
for those who will take charge of the agency and a credible plan for reaching that 
goal. 

We spent the last year studying the problems and solutions for the IRS. Clearly, 
our access to the IRS’s operations and employees was unprecedented. We spent 12 
days in public hearings, interviewed 300 IRS employees in field offices, and inter- 
viewed over 500 current and former officials from the IRS, the Treasury Depart- 
ment, congressional committees that oversee the IRS, and other IRS experts. We 
also commissioned consulting reports and internal reviews of IRS management, gov- 
ernance, workforce, compliance, and customer service. Finally, we heard directly 
from citizens through town meetings and surveys. The job of the Commission was 
to provide a reasoned, thoughtful look at how to make the IRS serve the American 
people. 

Our legislation focuses on six main areas: 

• Executive branch governance and management 

• Workforce and civil service flexibilities 

• Incentives for electronic filing, which holds great potential for cost savings 

• Taxpayer protection and rights provisions 

• Coordinating congressional oversight of the IRS 

• Implementing procedures that require analysis of the complexity of new tax leg- 
islation 

Senator Grassley and my fellow Commission members will each address impor- 
tant areas. I will focus on Governance, Management, and Congressional Oversight. 

Commission Recommendations 

A key problem identified by the Commission was a lack of a coherent, accountable 
structure to implement a long term vision and goals. We found that we in Congress 
often send conflicting signals to the agency. We found that Treasury has basically 
left the IRS to its own devices, leaving a vacuum in the Executive Branch oversight 
of the agency. We found executives unable to maintain focus and gain traction with 
Congress on IRS strategy. 

In short, at the top levels of the IRS and at Treasury there are murky lines of 
accountability, a lack of necessary expertise to operate in the new information age, 
and no people of authority with significant tenure to get the job done. The officials 
at the Treasury Department have expertise in tax law, but do not have the expertise 
in areas of customer service, technology, and management to oversee the IRS. 
Worse, they are not around long enough to ensure focus on multi-year projects like 
the Tax System Modernization (TSM) or changing the culture of the agency to be 
more responsive to taxpayers. 

Additionally, Treasury does not coordinate its own oversight: The Commissioner 
of the IRS must deal with various assistant secretaries on budget, operations, com- 
puters, and others. At the end of the day, the IRS Commissioner really reports to 
the Deputy Secretary who also manages eleven other agencies-not to mention the 
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economy. The recently retired Commissioner of the IRS, Margaret Richardson, told 
us that she reported to three different Deputy Secretarys during her four-year ten- 
ure as IRS Commissioner. Aware of these glaring problems, the Restructuring Com- 
mission began developing ideas for a new governance structure. Our criteria for suc- 
cess were: (1) clear accountability, (2) expertise in running a modern customer- 
oriented organization, and (3) continuity. 

To provide for accountability, expertise and continuity the legislation we will in- 
troduce will include: 

First, a board of governors, appointed by the President for staggered five year 
terms. The board will: approve the mission, objectives, and annual strategic plans 
of the IRS; oversee the IRS management; have significant tenure to force change 
throughout the organization; and have unique public and private sector expertise in 
managing large service organizations. 

Second, the Commissioner will be appointed for a five-year term, so he or she will 
be around long enough to achieve real change. 

Third, the Commissioner will be given greater flexibility to hire or fire his own 
team of executives, who will bring new expertise into the IRS. While the Board will 
keep an eye on long-range strategic issues, the Commissioner will run the organiza- 
tion and be given greater authority to do so. 

Fourth, congressional oversight will be coordinated among the authorizing com- 
mittees, the appropriating committees, and the government oversight committees. 
Our legislation codifies coordinated oversight, stating that committee leaders, major- 
ity and minority, meet regularly to ensure that the IRS receives clear guidance from 
Congress, and that Congress is given the proper information to oversee the IRS. 

Competing Proposal 

As you may know, the Secretary of the Treasury Bob Rubin and Deputy Secretary 
Larry Summers disagree with our plan for a board of governors to oversee the IRS. 
They have developed an alternate proposal, that would create two advisory boards 
which attempt to strengthen Treasury’s governance of the IRS. The first would con- 
sist of 20 political appointees from the Administration and the second would be com- 
posed of 14 advisors with no real responsibility. While we seriously considered their 
proposal, in the end the Commission rejected their approach. 

Our opinions are, first, that Treasury’s plan further blurs accountability when 
there is an urgent need for clearer lines of accountability. Second, it does nothing 
to alleviate the continuity problem-political appointees, who traditionally serve for 
a short time, will continue to oversee IRS operations. Third, it endangers politicizing 
the IRS. What the IRS needs is accountability without politicization. The Treasury’s 
proposal to create an oversight board of officials from 0MB, 0PM, and the Vice 
Presidents Office could undermine the credibility of the IRS as an apolitical institu- 
tion. The White House has always, in our judgment wisely, tried to keep an arms 
length distance from the IRS. Finally, it does not guarantee that the people with 
proper expertise in computers, technology, and service will oversee IRS operations. 

Secretary Rubin and Deputy Secretary Summers have been diligent, but with all 
due respect, inaccurate in their attacks of our proposal. They have said that private 
people should not control law enforcement, and that our nation’s revenue stream 
will be at risk under our proposal. Those accusations are simply not true. First, we 
propose that the Board of Governors be Presidentially appointed. Senate confirmed, 
and removable at the will of the President. While members serve on the Board, they 
will be government employees serving in a government function, much like the Post- 
al Board of Governors who have vast control over the postal service, including the 
postal inspectors-their enforcement arm. Additionally, this board will not have any 
role in tax policy, which will stay with the Secretary of the Treasury. 

The Restructuring Commission’s proposal will draw clear lines of accountability 
between tax policy and tax administration. Also, the Secretary of the Treasury will 
be a member of this new board, subjecting it to scrutiny were there to be any ap- 
pearance of impropriety. Lastly, the Secretary of the Treasury would continue to 
have final say over the IRS budget before it is sent to Congress. Under our proposal, 
the board would send Congress a copy of their budget at the same time they send 
it to the Secretary, allowing Congress to make the decision of how much money to 
appropriate. 

Congressman Portman and I sent Mr. Rubin a letter two weeks ago addressing 
his concerns, which is available for the record. We did move significantly to accom- 
modate concerns raised by Treasury. In fact, many of us thought that the IRS 
should be an independent agency. The only reason we did not go that far was to 
display to the Treasury Department our willingness to work with them to fix the 
IRS — an objective we still hold. 
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Conclusion 

Madame Chairwoman and Members of the Committee, Congress, the Administra- 
tion and the American pecrole know that the status quo is no longer tolerable and 
that the IRS needs fixing. $3.4 billion was wasted on a failed modernization project. 
Its operations are antiquated and outdated, and taxpayers (close to 90% of whom 
voluntarily pay their taxes) are generally, and unfairly, treated as if they are guilty 
of something when they contact the IRS. 

The IRS’s problems are rooted in the lack of strategic vision and focus, measures 
that do not encourage employees to treat taxpayers well, operational units that do 
not communicate with each other, and a systemic lack of expertise and continuity 
in management and governance. The Commission worked in a bipartisan, bicameral 
manner to come up with a reasoned, comprehensive approach to fixing these prob- 
lems. We hope you will work with us over the coming months to strengthen our leg- 
islation and implement it into law so that the American people have the IRS they 
expect and deserve. 

Our work to restructure the IRS will go a long way toward restoring taxpayers’ 
faith not only in our tax system, but in our government, as well. 


Chairman JOHNSON. Thank you, Senator Kerrey. 

Senator Grassley. 

STATEMENT OF HON. CHARLES GRASSLEY, A U.S. SENATOR 
FROM THE STATE OF IOWA 

Senator Grassley. Thank you, Madam Chairwoman. Thank you 
first of all for your leadership. You have demonstrated through this 
Subcommittee on a taxpayers’ bill of rights in the past, because 
that is also a part of the work — the extension of that is part of the 
recommendations of our Commission. 

Also let me up front say that the product of this Commission 
would not be as perfect of a document as it is without the hard 
work and leadership of Congressman Portman and Senator Kerrey, 
not only because of their ability but because they gave this job over 
the last 12 months the necessary attention that it needed to get to 
the bottom of this. So let’s all say thank you to their leadership. 

Congress is on the verge of a major shift in power from the Fed- 
eral Government to the people. The recommendations of the Com- 
mission are a blueprint for that transfer of power. 

Understandably, there is much anxiety within the Federal bu- 
reaucracy at this moment. It is in anticipation of this loss of power. 
The anxiety is at the highest levels of the executive branch. 

The American taxpayers have waited a long time for this. They 
have suffered through decades of encounters with an agency that 
has been unaccountable, unresponsive, misleading, arrogant, and 
abusive. The IRS has been granted enormous powers that at times 
seemed to disrespect, even undermine, civil liberties. The respon- 
sibility to our citizens that goes along with such governmental 
power was not exercised. 

Furthermore, IRS management seemed to have taken a vacation. 
Billions of dollars have been wasted. Performance failures were not 
met with discipline. Questionable activity was covered up by se- 
crecy, by abusing the authority of section 6103. Congressional over- 
sight of the IRS has been rendered all but impotent because of ab- 
surd 6103 restrictions. These 6103 restrictions make the Penta- 
gon’s highly secret and highly restrictive Joint Chiefs of Staff 
“vault” seem like a Freedom of Information office, I might say. 
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I appear before this Subcommittee asking you, Madam Chair- 
woman, and the constitutional responsibilities of the Ways and 
Means Committee, to seize the moment. IRS reform is overdue and 
vital. 

Congress has never had a chance at reform as we have today, 
thanks to the effective leadership that I have already alluded to. 

To restore accountability to the taxpayer, the Commission has 
made several recommendations. The one attracting the greatest at- 
tention has been the Commission’s proposal for an independent 
board to oversee the Service. The Commission’s belief is that an 
independent board will provide an infusion of talent from the pri- 
vate sector to set appropriate performance measures and reward or 
discipline managers who either meet or fail to meet these perform- 
ance measures. 

In private meetings, the administration appears to be divided on 
the proposal of a board. But it is unfortunate that some who oppose 
this proposal are doing so only because it signifies a monumental 
power struggle that they stand to lose. Treasury officials, who 2 
years ago couldn’t find the IRS if they were standing at the corner 
of 11th and Constitution, are suddenly in fits about losing some 
control over part of their budget and bureaucracy. 

They must be reminded that the IRS is one of the few govern- 
mental agencies that has a significant impact on almost every 
American. The American taxpayer deserves a modern IRS that pro- 
vides taxpayers customer service on a level equal to that provided 
by private financial institutions throughout the country. 

We have seen a lot of promises of reform coming from the Treas- 
ury of late, but wholly in response to the work of this Commission. 
Treasury assures us that the IRS reform is their top priority and 
their best people are on top of it. But if Congress turns its back 
now on reforming the IRS and listens to the “siren song” of Treas- 
ury, I predict that 1 year from now Congress will face the justified 
wrath of angry American taxpayers. 

Treasury officials who are locked in this power struggle, trying 
to preserve their bureaucratic empire, would do well to remember 
the quote of the first Secretary of the Treasury, Alexander Hamil- 
ton, who said, “Here, sir, the people govern.” That is the essence 
of what this Commission would do: Return power from the Federal 
Government to the people of this country. 

I am also pleased that the Commission did not call for easy solu- 
tions, simply that more money is what is needed to perfect the IRS. 
One Treasury official privately admitted recently that the IRS 
never would be serious about embracing reform as long as Con- 
gress kept throwing more money at the agency. 

The Commission made several findings and recommendations 
about protecting taxpayers and strengthening taxpayer rights. I 
know that you, because of your leadership, will be working on that. 
I would note that in the past the Congress has focused its energies 
on giving rights to taxpayers who are in dispute with the IRS. The 
Commission builds on these taxpayer bills of rights. 

I’m going to have to stop because we have only 6 minutes re- 
maining in this vote, and I would ask permission to put the re- 
mainder of my statement in the record. But it parallels what Sen- 
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ator Kerrey has already said, that it’s a matter of emphasis for all 
these parts and the work of the Commission. 

Thank you very much. 

[The prepared statement follows:] 

Statement of Hon. Charles Grassley, U.S. Senator from the State of Iowa 

Madam Chairwoman, members of the Subcommittee, thank you for the invitation 
to share my views with you. As a member of the National Commission on Restruc- 
turing the IRS, as the former Chairman of the IRS Oversight Subcommittee on the 
Finance Committee, as a current senior member of that subcommittee, as the chief 
Senate Republican sponsor of the Teixpayers Bill of Rights and Taxpayers Bill of 
Rights II, and as a taxpayer myself, I have been involved for many years in an effort 
to finally reach this point. 

Congress is on the verge of a major shift in power from the federal government 
to the people. The recommendations of the Commission are a blueprint for the 
transfer of power. 

Understandably, there is much anxiety within the federal government at this mo- 
ment. It is in anticipation of this loss of power. The anxiety is at the highest levels 
of the executive branch. 

The American taxpayers have waited a long time for this. They have suffered 
through decades of encounters with an agency that has been unaccountable; unre- 
sponsive; misleading; arrogant; abusive. The IRS has been granted enormous powers 
that at times seemed to disrespect, even undermine civil liberties. The responsibility 
to our citizens that goes along with such powers was not exercised. 

Furthermore, IRS management seemed to have taken a vacation. Billions of dol- 
lars have been wasted. Performance failures were not met with discipline. Question- 
able activity was covered up by secrecy — by abusing the authority of Section 6103. 
Congressional oversight of the IRS has been rendered all but impotent because of 
absurd 6103 restrictions. These restrictions make the Pentagon’s highly secret and 
highly restrictive JCS “Vault” seem like a Freedom of Information office. 

I appear before this subcommittee Madam Chairwoman, to urge you to seize the 
moment. IRS reform is overdue and vital. 

Congress has never had a chance at reform as we have today, thanks to the effec- 
tive leadership of the co-chairmen of the Commission, Senator Bob Kerrey of Ne- 
braska, and Congressman Rob Portman of Ohio. I would also like to recognize the 
important work and contribution you have made to this effort, Madam Chairwoman, 
especially ensuring passage of the Taxpayers Bill of Rights II. And I would like to 
pay tribute to my friend and former colleague. Senator David Pryor, with whom I 
teamed in the Senate in these efforts for many years. 

I would like to highlight just a few important issues recommended by the Com- 
mission. 

To restore accountability to the taxpayer, the Commission has made several rec- 
ommendations. The one attracting the greatest attention has been the Commission’s 
proposal for an independent board to oversee the IRS. The Commission’s belief is 
that an independent board will provide an infusion of talent from the private sector 
to set appropriate performance measurements and reward or discipline managers 
who either meet or fail to meet these performance measures. 

In private meetings, the administration appears to be divided on the proposal of 
a board. But it appears unfortunate that some who oppose this proposal are doing 
so only because it signifies a monumental power struggle that they stand to lose. 
Treasury officials who two years ago couldn’t find the IRS if they were standing at 
11th and Constitution are suddenly in fits about losing some control over part of 
their budget and bureaucracy. 

They must be reminded that the IRS is one of the few government agencies that 
has a significant impact on almost every American. The American taxpayer deserves 
a modern IRS that provides teixpayers customer service on a level equal to that pro- 
vided by private financial institutions throughout this country. 

We have seen a lot of promises of reform coming from the Treasury of late, wholly 
in response to the work of this Commission. Treasury assures us that IRS reform 
is their top priority and their best people are on it. But if Congress turns its back 
now on reforming the IRS and listens to the siren song of Treasury, I predict that 
a year from now Congress will face the justified wrath of angry American taxpayers. 

Treasury officials who are locked in this power struggle, trying to preserve their 
bureaucratic empire, would do well to remember the quote of the first Secretary of 
the Treasury, Alexander Hamilton, “Here, Sir, the people govern.” That is the es- 
sence of what this Commission would do — return power from the federal govern- 
ment to the people of this country. 
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I am also pleased that the Commission did not call for the easy solution — that 
more money is what is needed at the IRS. One Treasury official privately admitted 
recently that the IRS never would be serious about embracing reform as long as 
Congress kept throwing more money at them. Until two years ago, the IRS had seen 
continual increases in its budget for 40 years. This Commission uncovered that hun- 
dreds of millions of taxpayer dollars were being wasted. Clearly, the problem at the 
IRS is management, NOT money. 

The Commission made several findings and recommendations about protecting 
taxpayers and strengthening teixpayer rights. Let me say that many of the rec- 
ommendations build on the work of this subcommittee and that the Commission 
greatly benefited from the assistance you provided. Madam Chairwoman, as well as 
from discussions with your staff director. I would note that in the past, the Congress 
has focused its energies on giving rights to taxpayers who are in a dispute with the 
IRS. The Commission builds on this. We recommend a strengthening of teixpayers’ 
rights in a number of areas. But I think of equal importance is the emphasis the 
Commission has placed on protecting taxpayers; that is, preventing problems before 
they even happen by emphasizing quality of work and customer service. 

We all know the story of the small business owner who gets the notice from the 
IRS that he or she owes $2,000. The business owner goes to his accountant who says 
that he doesn’t owe the IRS $2,000, but its going to cost $5,000 to fight it. So the 
business owner forks over the $2,000. 

Why does this happen? Because the IRS puts such little emphasis on quality con- 
trol and teixpayer rights. The IRS still measures its managers on dollars assessed, 
whether or not it is the proper tax owed. Is it any surprise, then, that when a tax- 
payer does appeal, the IRS loses 72 cents on the dollar. It is wrong that many tax- 
payers have to spend millions of dollars fighting the IRS because there is no quality 
control. I know your subcommittee has had the General Accounting Office examine 
the lack of quality control. Madam Chairwoman, and I look forward to working with 
you to address this matter. 

I am pleased that the Commission also emphasized the need for customer service. 
We recommend that taxpayers who are subject to examination or collection efforts, 
or who simply try to contact the IRS to resolve a problem, are provided a chance 
to comment on the service given. While revolutionary to the IRS, this is old hat for 
many state tax collection agencies as well as, of course, the private sector. By meas- 
uring managers on customer service, we hope to begin to change the culture of the 
IRS and its employees. 

Emphasizing quality service and customer service are ways to protect taxpayers 
in the first place. It is also a way to measure performance in an appropriate manner 
that will hold managers and employees at the IRS accountable for their action. 

I would suggest that the emphasis on quality service and customer service is in 
keeping with what many saw as the mandate given to the Congress in 1994 — mov- 
ing power from government to the people. The reforms suggested by the Commission 
certainly emphasize that it is the taxpayer who comes first, and it is serving the 
taxpayer as a customer that must be the top priority for the IRS. 

Madam Chairwoman, let me just touch briefly on a third point — the need for 
greater openness at the IRS. The Commission found that the IRS was a very closed 
and insular organization. The Commission put forward a first step to make the IRS 
more open to Congress and the press. If we are going to be at all successful in 
changing the culture of the IRS, a key ingredient is greater openness. I think Sen- 
ator Kerrey was absolutely right when he noted at one of our hearings that the 
media is one of the key ways in which Congress finds out what is going on at gov- 
ernment agencies. 

To encourage openness and also ensure accountability, there are three areas: 

• The IRS must be timely in responding to Freedom of Information Act (FOIA) 
requests. 

• The IRS should not abuse its authority under section 6103 to cover up embar- 
rassing information about management mistakes. For example, this Commission 
highlighted that the IRS had abused its 6103 authority to hide from the press the 
fact that IRS had provided Congress false information. 

• The IRS must maintain and preserve documents. The Commission itself discov- 
ered first-hand several times that the former IRS historian Shelly Davis is right — 
that the IRS doesn’t preserve records. Many requests by the Commission for docu- 
ments and data were met with the response that the data no longer existed or the 
documents could not be found. 

Addressing these three areas of openness may not be headline grabbing, but my 
experience has shown me that they will go far in bringing accountability at the IRS 
and changing its culture. 
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My final point is to speak for the co-chairman of our Commission, Congressman 
Portman. I know if he were at the table with us, he would also emphasize the Com- 
mission’s findings on the need to simplify the tax code. It is to Congressman 
Portman’s credit that the Commission focused on this matter. We heard from count- 
less witnesses, as well as hundreds of IRS employees and thousands of taxpayers 
that the complexity of the code is crippling to IRS management. 

While I’ve spent a lot of my time here criticizing IRS, let me make clear that the 
complex code is not the fault of the IRS, it is a burden placed on IRS management 
by Congress and the White House. It is clear that if we wish to see improvements 
at the IRS in customer service and relations with taxpayers, steps must be taken 
to simplify the code. 

Thank you for allowing me the opportunity to speak present my views. The Com- 
mission’s proposals are not just paper for the shelves. As you know. Senator Kerrey 
and I both serve on the Finance Committee. We will be introducing next week in 
the Senate and Congressman Portman in the House a comprehensive legislative 
proposal to restructure the IRS in accordance with the findings and recommenda- 
tions of the Commission. I have talked to Chairman Roth and Majority Leader Lott, 
they are very supportive of trying to pass comprehensive reform of the IRS this 
year. I look forward to working with you. Madam Chairwoman, and all of the Mem- 
bers of this subcommittee to make that possible. 


Chairman Johnson. Gentlemen, you’re now down to 5 minutes 
left in your vote, so we are not going to ask you any questions. But 
I do want to tell you, thank you very much for your testimony. The 
report that you have brought before us, along with my colleague 
here, Mr. Portman, and all the Commissioners, is a very serious 
document. You have made very important recommendations. 

I agree with you that this is a moment of opportunity, and your 
vision of a modern, responsive, customer-oriented IRS, one that 
serves the people that for the most part voluntarily pay their taxes, 
is one we share. This is a time when we must make good on the 
promise that change offers. 

So I look forward to working with you in greater detail as we 
move through this, and certainly with the administration, and 
thank you very much for your excellent testimony today. 

Mr. Portman, would you like to say a word? 

Mr. Portman. Just that I had an opening statement where I ex- 
tensively praised both of you, and since you’re leaving. I’m not 
going to have an opportunity to have you hear it. 

Godspeed on your vote, and thank you for all your work. 

[The opening statement follows:] 

Opening Statement of Hon. Bob Portman, a Representative in Congress 
from the State of Ohio 

I thank our Chair, Mrs. Johnson, for holding this hearing today on the report of 
the National Commission on Restructuring the IRS. And, I would like to say a spe- 
cial word of thanks to Donna Steele and Beth Vance for their assistance throughout 
the Restructuring Commission’s work. 

During the last year, I have been pleased to serve as Co-Chairman of the Com- 
mission along with Senator Bob Kerrey, who is with us today. And I would like to 
extend my appreciation to each of the seventeen members of the Commission for the 
bipartisan and, indeed, nonpartisan manner in which the Commission conducted its 
business. Many of the Commission members are with us today, like Senator Grass- 
ley, Fred Goldberg, Josh Weston, Bob Tobias, David Keating, George Newstrom and 
Larry Irving. And, I would like to thank the Treasury Department — including Dep- 
uty Secretary Summers who is here with us today — for their service on the Commis- 
sion and their ongoing input in our work. 

The Commission’s report is the first comprehensive Congressional blueprint for 
reforming the IRS in my lifetime — we have not seen fundamental changes to the 
IRS since 1952. Our conclusions highlight the need for a serious, bipartisan dialogue 
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to simplify our nation’s tax system to make the IRS work better for the taxpayer. 
Our report is truly a roadmap for transforming the IRS into a responsive service 
organization for the 21st Century — one that makes customer service and customer 
satisfaction a priority. And, taken as a whole, I believe our proposals will allow the 
Congress to do something truly remarkable — make the IRS a model for the rest of 
government. 

I am pleased to note that a number of leading organizations that deal with IRS 
concerns on a daily basis have endorsed our recommendations — including the Na- 
tional Treasury Employees Union (which represents IRS employees). National Tax- 
payers Union, Americans for Tax Reform, the American Bankers Association, the 
American Payroll Association, the American Society of Payroll Managers, the Amer- 
ican Institute of Certified Public Accountants, the National Association of Comput- 
erized Tax Processors, the National Association of Enrolled Agents, the National As- 
sociation of Tax Practitioners, and the National Society of Accountants. 

We will be introducing legislation to implement the Commission’s recommenda- 
tions next week. I look forward to hearing from today’s witnesses and to our ongoing 
efforts to make the IRS work the for the American taxpayer. 


Senator Kerrey. Thanks. 

Chairman Johnson. As we await the arrival of Deputy Secretary 
Lawrence Summers, who is our next witness, let me say that it is 
a pleasure to welcome the Commissioners here this morning, as 
well as the administration, to discuss what I consider to be an ex- 
tremely important report. 

Too often work is done in this body and disregarded. This report 
will not be disregarded. It is my intention, it is my belief that it 
is the Chairman’s intention, that we move forward on this docu- 
ment, that we work through the policy changes that it proposes, 
and in this Congress help the IRS move into the next millennium. 

Our goal today is to provide the Subcommittee with a general 
overview of the Commission’s findings and recommendations, as 
well as the administration’s concerns. We will hear from members 
of the Commission and the administration, and at future hearings, 
after the August break, we will go into greater detail on the Com- 
mission’s specific recommendations and receive input from tax- 
payers and other stakeholders. 

The National Commission on Restructuring the IRS was estab- 
lished in 1996 in response to mounting public concern about per- 
formance problems and the lack of accountability at the IRS. It’s 
17 Commissioners were comprised of Members of Congress, admin- 
istration officials, members of the private sector, taxpayer organi- 
zations, the National Treasury Employees Union, a former IRS 
Commissioner, and estate tax administrator. 

The Commission was Cochaired by Senator Robert Kerrey and 
my colleague. Representative Rob Portman. I must say, the Co- 
chairmen did an outstanding job of leading a very fine Commission. 
On that Commission in second position, working closely, was Sen- 
ator Grassley and my Ranking Member, Bill Coyne. I thank them 
for the many, many hours that they put in. This was an unusually 
hard working Commission, with the members very involved, and 
that always lays a solid foundation for sound action. 

The Commission’s report was endorsed by 12 of the 17 members, 
and contains recommendations for reforms in congressional over- 
sight and the executive branch’s governance of the IRS, stability of 
the IRS’ budget, and financial accountability on IRS’ part for the 
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way it allocates and spends its resources. The report also speaks 
to the need to modernize IRS’ technology base and make real 
progress toward electronic filing to simplify the tax system and to 
protect taxpayers rights. 

Obviously, not everyone agrees with all of the Commission’s rec- 
ommendations. The administration has concerns about some of 
them, particularly the independent board of directors, and in re- 
sponse has developed its own plan for institutionalizing executive 
branch oversight and management of the IRS. My colleagues in the 
Congress and I will. I’m sure, develop our views about the Commis- 
sion’s recommendations relating to both executive branch oversight 
and congressional oversight. 

Yet, as we begin this second phase of the process of reforming 
the IRS, the legislative phase, we must remember that we all share 
the common goal of transforming the IRS into a modern, high- 
quality service organization where taxpayers can call and resolve 
problems and get accurate information. We share the vision of the 
Commissioners, and it is our responsibility to make good on that 
vision, working with the Commissioners and the IRS. 

On a daily basis, the IRS touches the lives of millions of hard 
working Americans who provide the life blood of the Federal Gov- 
ernment through the taxes they pay. In return, the Nation’s tax- 
payers deserve both respect and efficiency. Regrettably, the near 
universal perception is that both of these qualities have been in 
short supply in recent weeks. 

For the first time since 1952, Congress and the administration 
are both embarking on a serious effort to reform the IRS. While 
there are divergent views about some of the individual steps that 
should be taken, there are many elements of the Commission’s rec- 
ommendations that are strongly supported by everyone here today. 
As the Subcommittee begins the process of examining the Commis- 
sion’s recommendations and developing our own recommendations 
to the Full Committee for legislative actions, I hope we can remain 
focused on the end goal. 

I would also like to commend the Commission for its discussion 
and exploration of the relationship between the increasing complex- 
ity of the Tax Code as a result of congressional action and the prob- 
lems of the IRS, because some of the problems can only be solved 
by Congress taking responsibility for writing clearer, simpler tax 
law, and that, too, is a challenge we must be capable of meeting. 

I would now like to recognize my Ranking Member, Bill Coyne, 
one of the Chairs of the Commission and a gentleman who put in 
many, many hours. I thank you. Bill. 

Mr. Coyne. Thank you. Madam Chairwoman. 

I want to say that today the Oversight Subcommittee will have 
an opportunity to discuss proposals to reform the operation and 
governance of the Internal Revenue Service. Specifically, we will 
debate the proposals recommended by the National Commission on 
Restructuring the IRS in its June 1997 report and the proposals 
recommended by the administration in its 5-point plan to reform 
the IRS. 

As a Member of this Subcommittee and as a Commissioner on 
the Restructuring Commission, I believe it is timely for the Ways 
and Means Oversight Subcommittee to conduct a series of hearings 
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on proposals for changing the governance and operation of the IRS. 
Debate over the successes, failures, and future of the IRS is an 
oversight responsibility and a fundamental part of our ongoing re- 
view of how our tax laws are to be administered. 

There is much agreement about how the IRS could be improved. 
The IRS should improve its customer service, its training of em- 
ployees, and the development of new technology and technology to 
grapple with the problems within the agency. Oversight of the IRS 
needs to be enhanced and institutionalized with significant input 
from the private sector. Mechanisms should be established to pro- 
vide direction of long-term strategy at the IRS and IRS manage- 
ment should be held accountable for its decisions. 

The IRS Commissioner should run the IRS for a meaningful pe- 
riod of time, and be able to hire expert senior level managers. The 
Congress could do a better job of coordinating its oversight and 
funding of the IRS operations. There is fundamental disagreement, 
however, on how the IRS should be governed in the future and who 
should be in charge at that important agency. 

I object to turning the IRS over to individuals who are not di- 
rectly accountable to the American people. I believe that the Presi- 
dent or the Treasury Secretary should have the power to appoint 
and dismiss the IRS Commissioner. I suggest that the Congress 
carefully review the current administration’s plan for establishing 
an IRS management board and an IRS advisory board, and for giv- 
ing the IRS Commissioner authority to hire a top notch manage- 
ment team to govern the agency. 

To ensure long-term IRS reform, I believe that we should amend 
the Tax Code to make the administration’s proposal on governance 
structure permanent in the Code. 

Some of the other recommendations in the Commission’s report 
seem to me to be extraneous to the Commission’s statutory man- 
date and require much more analysis, particularly the sections re- 
lating to Taxpayer Bill of Rights, simplification, and creation of a 
new congressional entity. Also, some of the recommendations in the 
Commission’s report, in my opinion, would have a negative effect 
on the IRS’ interactions with the public and raise tax policy issues 
of great significance. 

I do not agree, for example, with the Commission’s conclusion 
that the child support tax refund offset program is a diversion of 
IRS resources or creates a risk of undermining the IRS’ core re- 
sponsibilities and capabilities. 

Also, I object when the earned income tax credit, EITC, is indi- 
rectly characterized in the Commission’s report as a credit added 
to the Internal Revenue Code to target a specific population al- 
ready served by other Federal agencies. The EITC is a program for 
the working poor in this country. It is not, as recently character- 
ized by some Members of Congress, a form of welfare. 

In conclusion, I want to thank Congressman Portman for his 
commitment to reforming the IRS, and I also want to thank my col- 
leagues from the National Commission on Restructuring the IRS 
who are with us here today, and others from the Commission, for 
appearing as witnesses at this hearing. Without a doubt, our mu- 
tual goal is to make the IRS the first-class tax collection agency the 
public expects and deserves. I intend to work closely with Chair- 
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woman Johnson and others on these issues, and look forward to the 
Oversight Subcommittee’s future hearings on IRS reform, to be 
held later this year and beyond. 

Thank you very much. Madam Chairwoman. 

Chairman Johnson. Thank you. Bill. 

Now I would like to give my colleague, Rob Portman, the oppor- 
tunity for an opening statement. He was my designee on the Com- 
mission, Cochaired the Commission, put in many, many hours, did 
a very thorough job, and Rob, you have been a coleader in bringing 
to this Subcommittee a really outstanding, thoughtful, and impor- 
tant report. 

Mr. Portman. Thank you, Nancy, and thank you for holding this 
hearing. 

This is a busy time in Congress, as all of us know, and there are 
plenty of excuses, frankly, for postponing these proceedings today 
because of all the other activity going on. It’s a tribute to you that 
you were willing to move forward with it, and I think, as Bill 
Coyne just said, it is a very important and timely hearing on the 
issues of IRS reform that came up in the Commission’s work. 

I just want to thank Donna Steele and Beth Vance of the Sub- 
committee staff for their help in putting this hearing together, but 
more importantly, for their work over the past year with regard to 
the Commission’s work. They were very involved and active and 
without them we would not have been able to put together the 
product that we have before us today. 

Mrs. Johnson mentioned that I’m Cochair of the IRS Commis- 
sion. She didn’t really mention the fact that I’m in this position be- 
cause she designated me. In fact, at the time I wondered how much 
of an honor that was. A year later, I can say, without any regrets, 
that I’m very pleased that she chose me to represent her on that 
Commission, and then becoming Cochair was an honor and it was 
an honor to work with Senator Kerrey, with whom we worked very 
closely. You heard from him earlier with regard to his strong views 
on the final report. 

All 17 members of the Commission put an enormous amount of 
time and effort into this. I see a number of them here. Josh Wes- 
ton, Fred Goldberg I see here. I know Bob Tobias, David Keating, 
George Newstrom, and Larry Irving are coming. Jeff Trinca is here, 
who was Executive Director of the Commission. All of them deserve 
a great deal of credit for this final product as well. 

It was an unusual experience. In a nonpartisan way, not even a 
bipartisan way, I would say we really rolled up our sleeves and 
tried to do what was right for the IRS and for the American tax- 
payer. I think again, as we look at the results today, through the 
testimony you will hear, that many of you will agree that this was 
a thorough, comprehensive effort that will result in real change 
and will really help not only the Service but the taxpayer. 

I also want to commend Treasury for its work on this. Ed Knight, 
who is General Counsel at Treasury, was on the Commission, and 
that needs to be noted. Treasury’s input was very much a part of 
this. Ed has just arrived, as well as Larry Summers, who is now 
here with us. I want to thank them for their service and input and 
work. 
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Finally Bill Coyne, who was a gentleman throughout this whole 
process. I will say, to show you how unusual this work product is 
in the Washington context, almost every one of the concerns that 
Congressman Coyne mentioned he had input in, and actually 
changed and moved his way, even though in the end he was not 
able to sign the report. I think it’s fair to say that his input was 
significant, as was Treasury’s, and that in the end Bill Coyne and 
I agree on about 80 to 90 percent of the final work product, because 
this really was in many respects a consensus product, with the ex- 
ception of a few tough issues that we’ll get into later today. 

This is the first comprehensive blueprint for reform of the IRS 
in my lifetime. Not since 1952 have we suggested these kinds of 
fundamental changes. I think it is truly a road map for transform- 
ing the IRS into a 21st century taxpayer service and customer serv- 
ice entity. Nancy Johnson forcefully made the comments that we 
need to do this, it needs to be dramatic reform, if we are indeed 
to respond to the concerns of taxpayers expressed to us as Mem- 
bers of Congress, and as expressed through various other surveys 
and evidence that the Commission was able to discover. 

I am pleased that a number of organizations. Madam Chair, 
worked with us on a daily basis in putting together this report, and 
have now endorsed the recommendations. This includes the Na- 
tional Treasury Employees Union, which as most of you know rep- 
resents the bulk of the IRS employees. It also includes the National 
Taxpayers Union, again to show you how unusual this product is. 
The Americans for Tax Reform, the American Bankers Association, 
the American Payroll Association, the American Society of Payroll 
Managers, the American Institute of Certified Public Accountants, 
the National Association of Computerized Tax Processors, the Na- 
tional Association of Enrolled Agents, the National Association of 
Tax Practitioners, and the National Society of Accountants all en- 
dorse this report. 

These stakeholders endorse this product because again they had 
significant input in it. We listened to them as we listened to the 
American taxpayer, and I think it is a tribute to them that they 
were willing, as the Commissioners were, to roll up their sleeves 
and dig into this issue and come up with a good product, and then 
in the end to stand behind it. 

I would also like to announce that next week we will be introduc- 
ing legislation to implement the Commission’s recommendations. 
Senator Kerrey, Senator Grassley, and myself and other Members 
of the House and Senate will be doing so some time probably mid- 
week. 

Madam Chair, I look forward to hearing from today’s witnesses, 
and again I want to thank you for giving us this opportunity today. 

Chairman Johnson. Thank you, Rob. 

It is my pleasure now to welcome Hon. Lawrence Summers, Dep- 
uty Secretary of the U.S. Treasury. 
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STATEMENT OF HON. LAWRENCE H. SUMMERS, DEPUTY 
SECRETARY, U.S. DEPARTMENT OF THE TREASURY 

Mr. Summers. Thank you very much. Madam Chairman. Let me 
apologize to the Subcommittee for the delay in traffic that I experi- 
enced on my way up here. I have a longer statement which I sub- 
mit for the record. 

I am pleased to be here today to talk with you about the report 
of the Commission on Restructuring the IRS and Treasury’s plans 
to implement solutions to the difficulties facing the IRS. 

Before saying anything else, I would like to thank the Chairman, 
the Ranking Member, and other Members of the Subcommittee for 
their leadership on this critical issue. 

Over the last year we have been involved in an important and 
historic debate about how best to improve the operations of the 
IRS. The National Commission on Restructuring the IRS, under 
the leadership of Senator Kerrey and Congressman Portman, has 
done a great deal to illuminate this debate and to advance thinking 
as to possible solutions. 

We in the administration and the Commission have in many 
ways traveled similar paths in the search for better IRS. We agree 
on the need for change for the 21st century. We agree on what 
needs fixing: More effective oversight, increased continuity, more 
private sector input, a more flexible and responsive institution that 
can provide far better customer service. The question is how best 
to achieve that change. 

Last year, in testimony before this body. Secretary Rubin and I 
recognized the severity of the problems that the IRS faces. We 
highlighted the importance of improved customer service and noted 
the serious management problems that have arisen with respect to 
the modernization program. It was, as we put it at that time, “off 
track.” We called for a sharp turn and made clear our determina- 
tion to bring about change. 

I think there has been change. Under the direction of our new 
Chief Information Officer, the IRS has released a blueprint for 
technology modernization, the first attempt to form a strategic 
partnership on information technology with the private sector. 

Outsourcing has increased dramatically, with more than 60 per- 
cent of IRS information technology work now carried out by private 
contractors. The IRS has increased electronic filing and filing by 
telephone by more than 50 percent, and it has doubled the number 
of taxpayer calls answered. 

There is a lot of debate about just what the right statistics are, 
but on one set of statistics, the fraction of calls for taxpayers assist- 
ance, was increased by a factor of 2y2 during 1996. We’re still not 
doing what we should be doing, but real progress is being made. 

I think we’ve made a good start toward building the modern, effi- 
cient and accountable IRS that the American people deserve, but 
we must do more. The administration believes that we should 
make change on a broad range of fronts. Today I want to focus on 
legislation that will soon be introduced to improve governance and 
to improve management flexibility. 

As I emphasized, we share with the Commission the view that 
current governance arrangements are flawed, in not providing ade- 
quately for continuity, for accountability, and for increased outside 
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input. That’s why we have proposed to appoint the IRS Commis- 
sioner for a fixed 5-year term. That’s why we’ve proposed to make 
permanent the current Modernization Management Board, com- 
prised of senior government officials, to review high level manage- 
ment issues and to require the Secretary and the Deputy Secretary 
to report to Congress on the IRS in person twice each year. 

That’s why we have proposed to bring outside expertise to bear 
on the problems of the IRS by establishing an Internal Revenue 
Service Advisory Board reporting directly to the Secretary of the 
Treasury, a board made up of private sector individuals selected to 
represent a wide range of relevant experience, including informa- 
tion technology and customer service. 

In order to ensure that that advisory board functions in a strong 
and effective way, and in order to ensure that the Treasury main- 
tains its oversight responsibilities, we will ask the requirement be 
embodied in legislation that that advisory board make a report to 
the American people on the performance of the IRS and on the per- 
formance of Treasury oversight of the IRS each year. 

But, however successful we are in improving our oversight, ulti- 
mately it is what the IRS does that will be what American tax- 
payers see. That’s why we have focused very intensively on leader- 
ship and have identified a candidate now going through the vetting 
process to be Commissioner of the IRS, with an outstanding private 
sector management background and extensive experience in the in- 
formation technology area. 

But another crucial piece of this effort has to be to give the IRS 
much needed flexibility. Our legislation will contain a range of 
measures to enhance the IRS’ capacity to do what we and the Com- 
mission both recognize is necessary — to recruit and retain people 
with critical skills and to streamline procurement procedures. 

We also believe that stability and certainty are needed for the 
IRS’ technology and capital investment budgets. The President’s 
fiscal year 1998 budget proposes multiyear investments for tech- 
nology in order to ensure this stability. We look forward to working 
with the Congress to implement the Commission’s budgeting rec- 
ommendations. 

Finally, Madam Chairman, I would like to comment briefly on 
the Commission’s proposal that an outside board of private citizens 
take on the governance function at the IRS. We believe this pro- 
posal raises grave concerns and subjects 95 percent of our Nation’s 
Federal revenues collected by the IRS to unacceptable risks. 

First, we doubt the efficacy of such a proposal. The challenges 
the IRS faces in its size and complexity demand more than the part 
time and sporadic attention that such a board could provide. Ur- 
gent and complicated decisions, which can now be taken by Treas- 
ury officials, might be delayed a month or more. The board of direc- 
tors model has some successes in the private sector, but experience 
suggests that it has been notoriously problematic in government. 

Second, we believe granting decisionmaking powers to high stat- 
ure individuals from the business world would expose the Service 
to dangerous and unacceptable risks of conflicts of interest. Under 
the Commission’s proposal, on at least one interpretation, for exam- 
ple, corporate executives whose companies might automatically be 
subject to yearly audits would have no recourse at all to their own 
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corporate situation but could have a crucial role in determining the 
audit budget for the IRS and its strategic approach to enforcement. 

Third, we are concerned that a new layer of management would 
create bureaucratic confusion by dividing core IRS functions into 
disparate elements. Today, for example, the IRS is able to give Sec- 
retary Rubin and me its analysis of the impact of proposed tax 
changes on tax administrations. Under the Commission’s proposal, 
while there still would be the possibility of communication, we be- 
lieve that the synergy would be lost. 

Fourth, and particularly troubling to us, the Commission’s pro- 
posal would grant private citizens control over one of the largest 
law enforcement agencies in our Nation. This is only one of many 
areas which could expose the new board to constitutional and legal 
challenges and risk paralyzing the IRS. 

Fifth, the proposal would undermine accountability. Right now, 
accountability for the performance of the IRS rests with the Presi- 
dent and rests with the Secretary of the Treasury, one of the most 
senior members of his cabinet. The Treasury Secretary is account- 
able to the President, and the President is accountable to the peo- 
ple. Resting accountability with a group of part-time participants, 
who inevitably would have primary loyalty elsewhere and who 
would not be subject to the kind of discipline that shareholders pro- 
vide in the private sector, seems to us to be very, very problematic. 

In sum. Madam Chairman, I think there is no disagreement 
about ends. We all want an IRS that is ready for the 21st century, 
that can provide the kind of customer service that the American 
people expect. We all believe that it needs to become a more flexi- 
ble, more aggressively and effectively managed institution, that 
harnesses information technology far more effectively than in the 
past, to achieve those objectives. What we need to do, working to- 
gether, is find the most effective means of achieving that end. 

Thank you very much. Madam Chairman. 

[The prepared statement follows:] 

Statement of Hon. Lawrence H. Summers, Deputy Secretary, U.S. 

Department of the Treasury 

I am pleased to be here today to talk with you about Treasury’s plan to achieve 
lasting improvements in the performance of the IRS and to discuss the report of the 
National Commission on Restructuring the IRS on this same subject. Before I begin, 
I would like to thank the Chairman, the Ranking Member and the other members 
of this Committee for their leadership on the matter of IRS reform. In addition, I 
hope you will join me in recognizing and thanking the more than 100,000 loyal and 
dedicated IRS employees who carry on the unpopular but vitally important task of 
collecting 95% of our government’s revenue. 

Madame Chairman, over the last year, we have been involved in an important 
and historic debate about how to improve the operations of the IRS. The National 
Commission on Restructuring the IRS, under the joint chairmanship of Senator 
Kerrey and Congressman Portman, has done much to illuminate that debate and 
drive it forward. Everyone involved in the Commission has worked hard to under- 
stand the complex problems facing the IRS, and the Report contains many construc- 
tive suggestions for change. 

In fact the Administration and the Commission have traveled very similar paths 
in their search for a better IRS. We agree on the need for change at the IRS: on 
the need for more effective oversight, increased continuity, and greater access to 
outside expertise. This finds us making many of the same recommendations in im- 
portant areas. However, as Secretary Rubin has said, we part company with the 
Commission on the crucial question of how the IRS should be governed. Today I will 
be focusing my remarks particularly on this issue. 
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First, however, I would like to briefly describe some of the progress we’ve made 
on improving the IRS and how we intend to push things forward in our forthcoming 
legislation. Our aim, Madame Chairman, as always, is to build a modern, efficient 
and accountable IRS to serve the American taxpayer into the 21st century. As you 
will see, we believe that objective is getting closer every day. I will then go on to 
explain why, for all the many areas of agreement between us, the Administration 
believes that the Commission’s proposals for IRS governance are fundamentally 
flawed; indeed, they would be more likely to aggravate its problems than solve 
them. 


Management Reform 

Madame Chairman, for some time now we have been engaged in a many-sided 
effort to improve the IRS. Longstanding problems in modernizing the computer sys- 
tems of the IRS initially focused attention on the shortfalls of the information tech- 
nology of the Service. At the same time, improvements in customer service in the 
private sector have led the American people to want interaction with the IRS to be 
as efficient and straightforward as with credit card companies and other private- 
sector financial institutions. This has occurred at a time when the IRS is also coping 
with an increased workload. In 1997, the IRS processed over 200 million returns. 

Over the last few years, the Treasury Department has focused intense efforts on 
improving the IRS. We are committed to change and real change is underway. Our 
goal is to create a more efficient, modernized and taxpayer-friendly Internal Reve- 
nue Service. This Committee and others in the Congress have held extensive hear- 
ings on the matter. These efforts and the work of the Commission have helped 
forged a consensus among a wide group of stakeholders, from business executives 
to Members of Congress to leaders of the IRS and the National Treasury Employees 
Union, on the need for change. 

I believe that in the next year, we have the opportunity and the obligation to 
bring about the most far-reaching changes in decades in how the IRS is managed 
and how it does business. 

Indicators of Progress 

Last year, in testimony before this body, Secretary Rubin and I recognized that 
the IRS’s modernization program was, as we put it at the time, “off track”. We 
called for a “sharp turn” and made clear our determination to bring about change 
in the way the IRS uses information technology and provides customer service. And 
there has been change. The results, while still in their early stages, are already pro- 
ducing benefits and give the IRS a solid foundation on which to build. 

Some examples of the steps we have taken include the following: 

• Our new Chief Information Officer, Art Gross, has cut and collapsed the num- 
ber of tax systems modernization projects from 26 to nine. 

• In May 1997, after many months of intense preparation, Mr. Gross released the 
IRS’s Blueprint for Technology Modernization, which was well-received in the pro- 
fessional information technology (IT) communities both inside and outside the gov- 
ernment. This Blueprint represents the first comprehensive attempt to form a stra- 
tegic partnership on IT with the private sector. 

• The IRS has also increased outsourcing. The percentage of work performed by 
contractors has increased from 40 to 64 percent over the past two years. The num- 
ber of IRS staff working on tax systems modernization has decreased from 524 to 
136. 

• The IRS is now working with a top marketing firm on an electronic filing mar- 
keting strategy to bolster taxpayer participation in the entire line of IRS electronic 
filing products, including Telefile, On-line filing, 1040-PC filing, and traditional elec- 
tronic filing. The bureau is also putting forth a Request for Information (RFI) that 
will produce opportunities for partnering with the private sector to increase elec- 
tronic filing. 

The IRS has taken many steps to improve customer service. For example: 

• A joint Treasury, IRS, National Performance Review (NPR) task force is con- 
cluding a 90-day study of customer service. The study has drawn on the experience 
of front-line employees and has focused on the issues that touch customers most 
deeply. Among other tasks it will identify ways to improve notices sent to taxpayers, 
the quality of walk-in center assistance, and training. 
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Our efforts are paying off. For example: 

• The GAO found that 50.9% of calls hy taxpayers to IRS taxpayer assistance 
were answered in 1997. Although this percentage remains far too low, it has more 
than doubled from only 20.1% in 1996. 

• In fiscal year 1996, the IRS redesigned, combined and eliminated notices to tax- 
payers, cutting the number of different notices by 12 which resulted in 18 million 
fewer teixpayer notices being issued and mailed. In 1997, it eliminated another 20 
types of notices, resulting in 3 million fewer notices being mailed. 

• As of July 4, the number of returns filed electronically by paid preparers rose 
from 12.1 million in 1996 to 14.4 million in 1997. Meanwhile, filing over the tele- 
phone through the IRS’ Telefile program has risen from 2.8 million in 1996 to 4.7 
million this year. As a result, the percentage of individual tax returns filed elec- 
tronically has risen from 13.1% in 1996 to 16.5 % in 1997, or about one in six teix- 
payer returns. 

These improvements, while far from sufficient, are meaningful. Looking ahead, we 
are committed to raising the standards of IRS performance even higher. 

• As part of the Government Performance Review Act process, we have estab- 
lished tougher targets for a variety of performance measures including improve- 
ments in telephone service, to which I alluded above, reductions in the cost of col- 
lecting revenue and increases in the percentage of revenue collected electronically. 
For example, in fiscal year 1997, we have set a target of collecting 24.7% of reve- 
nues electronically. In 1998, we will increase that target to 48.4%. 

In short, we have made a good start toward building the modern, efficient and 
accountable IRS the American people deserve. But everyone involved in the proc- 
ess — at Treasury, the IRS, Congress and the union — recognizes that problems that 
have been building for decades do not get solved overnight, or even over a couple 
of filing seasons. Further structural changes will be needed to propel the reform 
process forward and build an IRS for the 21st century. Let me turn now to the Ad- 
ministration’s plans to make these changes come about. 

Our Approach to Reform 

In March of this year, the Administration unveiled a five-point plan outlining our 
approach to achieving long-term improvements in IRS performance. Our approach 
includes measures to strengthen oversight, improve leadership, increase flexibility, 
improve budgeting procedures and simplify the tax code that the IRS administers. 
As you know, we have begun to make progress in all these areas. Today, I want 
to focus on our forthcoming legislative proposals to bring our vision of a modern and 
responsive IRS even closer. These will guarantee lasting improvements in oversight 
and accountability at the IRS while giving it greater access to outside expertise and 
more internal flexibility. 


Improving Governance 


Oversight and Accountability 

First, to improve oversight and accountability, we will build on the success of the 
Modernization Management Board by making it permanent and extending its man- 
date. The IRS Management Board (as it will be called) will be made up of senior 
career and non-career officials from Treasury, IRS, 0MB, and the Office of Person- 
nel Management. In addition, one board member will be the Taxpayer Advocate, 
whose presence will give taxpayers a stronger voice in IRS governance. 

The board will function much like a corporate board of directors, meeting once a 
month to assist the Secretary on high-level IRS management issues such as oper- 
ations, modernization and taxpayer assistance and services. As now, the Board will 
be chaired by the Deputy Secretary of the Treasury. 

It will also prepare semiannual reports to the President and the Congress. An Ex- 
ecutive Committee will review strategic decisions, including significant reorganiza- 
tions, performance measures, budgetary issues, major capital investments and com- 
pensation matters. 

With greater oversight will come greater responsibility. Our legislation will re- 
quire the Secretary and Deputy Secretary to come to Congress twice a year to report 
on the operations of the IRS. This will ensure that future occupants of these posi- 
tions are required to demonstrate the same full-time commitment to the IRS that 
Secretary Rubin and I have shown over the past year. 

Access to private-sector expertise 

Second, the administration’s proposals recognize the undoubted need for the IRS 
to have greater access to private-sector expertise. To achieve this we intend to es- 
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tablish an Internal Revenue Service Advisory Board that reports directly to the Sec- 
retary of the Treasury. This Board will include up to 14 individuals, each appointed 
hy the Secretary and serving a staggered 3-year term. Members will be selected so 
as to represent the broadest range of outside interest and expertise, including tax- 
payer groups, small and large-scale businesses, nonprofit or educational organiza- 
tions and tax professionals as well as state tax administrators, technology leaders, 
and experts in customer service. 

The Internal Revenue Service Advisory Board will meet quarterly to help the Sec- 
retary find ways to improve the management and operations of the IRS and will 
provide recommendations about IRS policies, programs and plans. The public will 
receive a yearly account of the board’s contribution in the form of an Annual Report 
to Taxpayers. 

Greater continuity 

Finally, like the Commission, we want to provide for increased continuity at the 
IRS within a framework of clear accountability to the Executive by appointing the 
IRS Commissioner on the basis of a fixed, five-year term. We have identified a po- 
tential candidate for Commissioner of the IRS with a background in management 
of information technology. The Commissioner, as now, will be appointed by the 
President with the advice and consent of the Senate and will be removable at will. 

To sum up, I am confident that the four steps I have outlined — creating a perma- 
nent management board, requiring the Secretary and Deputy Secretary to report to 
Congress semi-annually, creating an advisory board comprised of outside experts, 
and appointing the Commissioner to a fixed five-year term — will strike the proper 
balance between helping the IRS operate more effectively and making it more ac- 
countable and responsive to private-sector expertise. 

Flexibility 

We are all agreed that the IRS needs to have greater flexibility in both selecting 
and managing personnel and in procurement. 

We are exploring options in the area of recruiting and retaining needed technical 
and professional staff with critical skills. For instance, we intend to seek flexibility 
to set the pay for a limited number of critical positions at higher than usual salary 
rates. We will ask for legislation to liberalize the pay limits for outside experts and 
consultants. In addition, to give the Commissioner greater flexibility to address 
short-term staffing needs at the most senior levels, the bill will provide greater au- 
thority to appoint limited-term and emergency Senior Executive Service staff. 

We will also be seeking authority to enable the IRS to work with the Union and 
the Office of Personnel Management (0PM) to develop and implement personnel 
management demonstration projects. This authority — a streamlined version of provi- 
sions that have been in the law for many years — will support IRS efforts to try out 
new ways of doing business. 

In addition, our legislation will contain a range of mechanisms to make it easier 
for the IRS to make strategic long-term purchases, streamline the procurement cycle 
for major acquisitions and encourage the development of long-term strategic part- 
nerships with reliable, competitive contractors. These mechanisms include a two- 
phase competitive acquisition process that promotes efficient and effective commu- 
nication to identify the best fit between government needs and marketplace capabili- 
ties and allows limited recompetitions for continuing requirements. The legislation 
would further enhance the bureau’s ability to buy information technology in more 
manageable, modular increments. 

Stable budgeting 

Finally, let me add briefly that the Administration has not lost sight of the need 
to obtain more stable and predictable funding for the IRS. The report of the Na- 
tional Commission on Restructuring the IRS was clear on this point. It recommends 
that “the IRS should receive stable funding for the next three years so that its lead- 
ers can undertake the proper planning to rebuild its foundation.” This recommenda- 
tion pertains to the budgets for tax law enforcement and processing, assistance and 
management. 

Similarly, the Commission believes that stability and certainty are needed for 
IRS’ technology and capital investment budgets. The President’s FY 1998 budget 
proposes multi-year investments for technology in order to ensure this stability. We 
are glad that both the House and Senate appropriations subcommittees have ac- 
knowledged this need and that they have proposed funding for FY 1998. 
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The Right Reform Mix 

I come now to my more detailed comments on the IRS Commission’s Report. At 
bottom, the Commission’s and the Administration’s diagnoses of the IRS’s problems 
are strikingly similar. Like the Commission, we believe that more effective govern- 
ance, flexible management practices, and stable budgeting hold the key to an IRS 
that can meet the needs and expectations of American taxpayers into the next cen- 
tury. We further agree with the Commission that efforts to improve governance 
ought to focus on injecting greater accountability, continuity and outside expertise. 

As I have shown, the common ground between us and the Commission does not 
stop at diagnosis. We have also found ourselves coming up with many of the same 
prescriptions in drawing up our legislation. In our view, however, the Commission’s 
proposal would fail to achieve the objectives we share. What is more, it would en- 
danger the service’s ability to serve the public with the efficiency and integrity we 
demand of such a core part of our government. 

The Commission has proposed that the IRS be governed by an outside board of 
private citizens who serve on a part-time basis. This, on the grounds that it “will 
bring accountability, continuity and expertise to executive branch governance and 
oversight of the IRS”. While perhaps superficially attractive, we believe the proposal 
will deliver none of these benefits. Far from increasing oversight and continuity, the 
change would subject the IRS to a grand and uncertain experiment, fraught with 
legal and administrative uncertainties. The service, in such a setting, could find it 
difficult to function at all, let alone do so more effectively. Meanwhile part-time out- 
siders with neither the time nor the insulation from special interests of full-time 
public officials would be running a core government agency, with possibly grave im- 
plications for public confidence in the IRS and the Service’s confidence in itself. 

Unacceptable Risks 

Instead of enhancing oversight, the insertion of the board into IRS governance ar- 
rangements would actually alter the present clear line of accountability between the 
IRS leadership and the American people as embodied in their elected President. 

The Commission has pointed out, correctly, that the Treasury has not always met 
the IRS’s need for consistent strategic oversight and guidance. But to respond to 
these past failings by inserting a new private-sector management board, would, in 
our view, be a large step in the wrong direction. 

The division of authority between the Secretary and the Board would not only cre- 
ate internal confusion, but would significantly increase the likelihood of litigation; 
disgruntled taxpayers might well challenge the authority of the entity that had 
made a decision with which they disagreed. In addition, the Commissioner’s author- 
ity would be vulnerable to Constitutional challenge on the grounds that his appoint- 
ment by the Board violates the Appointments Clause. 

The Appointments Clause of the Constitution states that principal federal officers 
must be appointed by the President with the advice and consent of the Senate, but 
that Congress may provide that inferior officers may be appointed either by the 
President alone or by “Heads of Department” or “Courts of Law.” 

It might by considered ironic that a Commission that has done so much to high- 
light the importance of the IRS to American life should apparently see the IRS Com- 
missioner as an inferior office. At any event, it is clear that the proposed board 
would constitute a “head of department.” Thus, the Commission’s proposal does not 
comply with the mandates laid down in the Appointments Clause. 

These and the other structural concerns would leave the IRS’ actions open to seri- 
ous legal challenges that could impede the flow of 96% percent of our nation’s reve- 
nue. It would be the height of irresponsibility, at a time when we are trying to bal- 
ance the Federal budget for the first time in a generation and facing difficult deci- 
sions about our spending priorities, to create a legally suspect regime that could 
threaten funding for everything from national defense to the education of our chil- 
dren. 

Although the Commission’s proposal purports to leave Treasury in charge of de- 
veloping tax policy and performing the IRS’ law enforcement function, it contravenes 
that notion by giving the board broad authority over the budget-sector CEOs would 
control the purse strings and hiring practices at one of the most powerful govern- 
ment agencies. 

At best, the proposal would split tax policy and law enforcement between Treas- 
ury and the Board; at worst, it establishes the Board as a de facto policy voice. 
Rather than fragmenting accountability, the legislation I have outlined here today 
will strengthen it. 

Our day to day involvement with the IRS’ management direction serves a critical 
purpose that would be undermined by the Commission’s proposals. This is the ca- 
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parity to treat tax policy and tax administration as they should be treated: as two 
sides of the same, public, coin. It is no accident that close and institutionalized co- 
ordination between the IRS and Treasury’s Office of Tax Policy has been maintained 
without interruption for well over 50 years. 

Even if the many concerns I have mentioned were to be overcome, I do not believe 
that a private-sector board would meet frequently enough to address the critical and 
complicated decisions facing the Service over the next decade. Urgent matters re- 
quiring the board’s immediate attention and input might have to wait a month or 
more until the next board meeting, by which time these busy executives would 
somehow have to have fully prepared themselves to deal with the issue — if, that is, 
it were not by then too late to act. 

The challenges the IRS faces and the size and complexity of the institution de- 
mand more than the part-time and sporadic attention that the Commission’s pro- 
posed board would provide. Clearly, the problems of the IRS show that Treasury in 
the past failed to exercise appropriate oversight. But things are different now. And 
the measures we are proposing will make sure they stay different, not merely in 
this Administration, but in the many to come. Today, Secretary Rubin and I, as well 
as other Treasury officials, are always available to discuss pressing issues with the 
IRS — and frequently do so. 

The IRS’s relationship with Treasury provides an effective mechanism for present- 
ing to senior Administration officials the IRS’s analysis of the impact of proposed 
tax changes on tax administration. Secretary Rubin and I raise such concerns fre- 
quently in tax policy discussions in the White House and elsewhere throughout the 
Administration. Furthermore, Treasury oversight allows the IRS to draw upon 
Treasury resources for critical projects, as demonstrated by our current cooperation 
on the Year 2000 conversion. Under the Commission’s proposed governance struc- 
ture, this much-needed synergy between the IRS and the Treasury would be lost. 

Outsider control, outsider interests 

The Commission’s desire to import private citizens to oversee the IRS’s operations 
raises another major worry. Once again, the stated objective is the same as the Ad- 
ministration’s — namely to open the IRS to wider sources of outside expertise. But, 
in our view, attempting to achieve this by granting decision-making powers to “high- 
stature” individuals from the business world would expose the service to dangerous 
and unacceptable risks of conflicts of interest. The IRS needs to be managed by offi- 
cials whose full-time, sworn responsibility is to uphold and enforce the law. Any- 
thing else risks creating the appearance, if not the reality, of serious conflicts of in- 
terest in the management and oversight of the IRS’s activities. 

In our view, creating a new management board to run the IRS, comprised mainly 
of individuals who spend the bulk of their days in private business, would run pre- 
cisely this risk. The Report states that board members would be subject to the same 
ethics laws as the individuals now associated with the governance of the IRS, but 
the Commission failed to recognize that those laws impose significantly diminished 
restrictions on outside financial interests and conflicting activities of part-time em- 
ployees. 

In any event, it is clear that individual board members — who will continue to 
draw private-sector salaries — will face an uphill struggle ensuring that their private 
interests and their newly acquired, part-time public duties do not conflict with one 
another. Under the Commission’s proposal, for example, corporate executives whose 
companies may be automatically subject to yearly audits could end up determining 
the audit budget for the IRS and its strategic enforcement activities. 

At best, the need for board members to recuse themselves from a wide range of 
matters facing the IRS to avoid conflicts will reduce their ability to provide effective 
input, even on a part-time basis. At worst, the new structure could fatally weaken 
the public’s confidence that the IRS administers and enforces the nation’s tax sys- 
tem fairly and even-handedly. 

In both the report and subsequent correspondence, defenders of the Commission’s 
proposals have denied that such conflicts will arise, on the grounds that the new 
board would not be involved in specific law enforcement matters. Yet the board’s 
sweeping control over budget and personnel would put it knee deep in law enforce- 
ment issues. In fact, decades of experience suggest that, just as teix policy questions 
cannot be separated from tax administration, teix enforcement and administration 
are so intertwined as to be, at times, indistinguishable. 

The Report claims that the job of the IRS is solely to be an “efficient financial 
management organization”. This claim is both improper and incorrect. The IRS is, 
rather, an essential governmental agency charged, under the supervision and au- 
thority of the Secretary, to enforce the internal revenue laws enacted by Congress 
and the President. 
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As Acting Deputy Attorney General Waxman has noted, this legal mandate means 
that the IRS can be duty-bound to pursue enforcement activities that, while fully 
justified in terms of the broader public good of protecting society from crime, may 
not be justifiable on narrow financial grounds. One does not have to go back to A1 
Capone to find examples ofs the IRS was second only to the Drug Enforcement Ad- 
ministration in its participation in Organized Crime Drug Enforcement Task Force 
investigations. 

We share the concerns of the Attorney General’s office that a private board along 
the lines proposed by the Commission might tend to focus solely on generating reve- 
nue. This, at the cost of undermining the IRS’s longstanding contribution to impor- 
tant law enforcement missions such as combating domestic and international orga- 
nized crime and money laundering. The long-term social benefits of an active and 
long-term commitment of IRS personnel and resources to such missions are hard to 
translate into dollars and cents. The worry must be that they would not be given 
due weight by private, part-time “special government employees” whose remit is to 
serve the public purse and not, more broadly, the public good. 

Finally, let me add that in the public sector, management by a board is notori- 
ously difficult. In the private sector, financial markets, shareholder voting rights 
and a well established body of law around corporate governance as well as the im- 
perative of profit, provide checks on the actions of a board of directors. In the public 
sphere, no such checks exist. For these reasons alone, the GAO counseled against 
vesting oversight of an agency like the IRS in a separate board. 

To sum up, I believe the management board proposed by the Commission will do 
little to enhance effective oversight or boost continuity within the IRS. Put simply, 
the collection of the revenues that underpin this nation’s government is too impor- 
tant to subject to this degree of risk — particularly in return for such uncertain bene- 
fits. 


Conclusion 

In conclusion, this morning I have discussed some of the specific steps we are tak- 
ing to modernize the IRS. We have already made considerable progress. But we 
have far more to do. The legislation that I have described is necessary to continue 
the job of building the IRS of the future. Its key elements — reforming governance 
and improving management flexibility — will give us the tools we need to improve 
our tax administration system, not just this year but for years to come. 

The subject of governance, in particular, is one where I believe we must exercise 
extreme care. This morning I have described our approach to this critical issue. I 
have also highlighted areas where we agree and where we disagree with the propos- 
als of the Commission on Restructuring the IRS. In coming weeks and months, I 
look forward to working with members of the Commission, with members of this 
committee, with the union and with other interested groups in building on the many 
areas of agreement that exist among us, many of which will be reflected in the Ad- 
ministration’s legislation. 

We have made tremendous progress over the past year in identifying the need for 
change in the IRS and we are starting to make that change a reality. The task for 
the years ahead will be to keep this process of renewal moving forward. Between 
us we can build an IRS that meets the high standards the American people set for 
it — and the demands of a new century. I hope we can all share a commitment to 
doing this without at the same time jeopardizing the ethos of dedicated public serv- 
ice that has, rightly, made the US system of tax collection and enforcement the envy 
of the world. 

Thank you, Madame Chairman and members of the Committee. I would welcome 
any questions. 


Chairman Johnson. Thank you, Secretary Summers. 

We have a vote called and we only have a few minutes now left 
to vote, so we’re going to go vote and recess for about 7 or 8 min- 
utes. 

[Recess.] 

Chairman Johnson. Mr. Secretary, thank you for your testi- 
mony. It is a pleasure to look at how much of this work, that con- 
sumed a year of dedicated effort on the part of many thoughtful 
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and knowledgeable people, you all agree on. On the issue of govern- 
ance, however, you do have significant disagreements. 

I would like to invite you to discuss in a little bit greater depth 
why you think that your current board, that includes appointees 
from the Vice President’s office, 0MB, 0PM, and Treasury, can ex- 
ercise oversight that brings to the table the level of knowledge and 
consistency that we all agree we need. Because, in my estimation, 
the appointee from the Vice President’s office raises questions of 
political influence, and I don’t see the expertise specific to the IRS 
challenge as coming or being there in either 0MB or 0PM. 

I would like to hear you talk about this management board as 
an alternative, because right off the top it doesn’t make it, in my 
mind. 

Mr. Summers. I think you raise a very important set of ques- 
tions. Let me just clarify one point. 

It’s really the National Performance Review staff that is rep- 
resented on the board, not the Vice President’s personal staff 
and 

Chairman Johnson. But to that point, if I may, that’s a creature 
of this Vice President. Will the next Vice President have such a 
board? In the future, will Vice Presidents’ offices be dependent 

Mr. Summers. No. I think probably not, so I think what’s impor- 
tant is that I would expect any administration would have a locus 
of people who were concerned with maximizing efficiency in govern- 
ment, and I would expect that group of people to be represented 
on that board. 

In this administration, the National Performance Review has 
been under the Vice President’s responsibilities, but that’s why our 
proposal allows for the possibility of modification of the composition 
of the board precisely to reflect the fact that where the focus on ef- 
ficiency in government is will change, or may change a bit, from 
administration to administration. 

Chairman Johnson. Mr. Summers, just to stay on this one point, 
and then move on to the others, first of all, we would have to be 
very careful about how we wrote that statute, so that we got the 
right person. 

Mr. Summers. I agree with that. 

Chairman Johnson. But whoever we got — because remember. 
Vice President Dan Quayle had the first sort of modernization effi- 
ciency — I’ve forgotten what he called his, the National Competitive- 
ness Council — that had the same goal and looked at similar kinds 
of issues. Those councils always make a contribution. They made 
a contribution under Vice President Quayle, and Vice President 
Gore is certainly making a contribution through this council. 

But they are, after all, political entities. They are seen by the 
rest of the world as part of an administration and, therefore, part 
of a political platform and set of goals. 

Do you think it’s really wise to bring that kind of entity into, in 
a sense, a permanent relationship with the IRS, given some of the 
problems that we’ve had historically between elected officials and 
the IRS in those areas? 

Mr. Summers. I think it’s appropriate for the President and the 
senior people that the President appoints to be members of his ad- 
ministration, to take on the responsibility for oversight of the IRS. 
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I think that they should take that responsibility on in a way that 
is directed at overseeing policy and management, and obviously 
with no connection to specific cases. 

I think it is helpful to the Treasury Department, where that re- 
sponsibility is centered, to be able to draw on expertise from other 
parts of the administration. In our administration, we have people 
with extensive knowledge and experience in the procurement area, 
in the information technology area, in the labor relations and per- 
sonnel area, who are located at 0MB, who are located at the 0PM, 
and who have in this administration function as part of the Na- 
tional Performance Review staff. 

I certainly agree with you that it would be inappropriate to in- 
clude in IRS governance persons whose primary concerns were po- 
litical or communications oriented. But just as Congress, by stat- 
ute, many years ago set up the National Security Council as a 
grouping of senior officials reporting to the President, charged that 
grouping with certain responsibilities, just as I think this adminis- 
tration has innovated effectively with the National Economic Coun- 
cil, which is a group of executive branch officials, given an impor- 
tant responsibility. 

I believe the same thing can work, and has worked, at the IRS. 
So that’s the reason for going and getting the expertise outside of 
Treasury. 

We have found that, in terms of holding the IRS accountable, 
having a monthly board meeting and requiring decisions to be pre- 
sented to a group of senior government officials, is an effective de- 
vice for achieving IRS accountability. I think that, working through 
the board, we have been successful in levering a great deal of 
change, particularly in the management of the information tech- 
nology program, over the past year. So I believe that this is the 
right and is an effective approach. 

But I would want to stress that we share the Commission’s con- 
cerns about the issues of continuity, of accountability, and of out- 
side input. As far as continuity is concerned, that’s why we have 
come to believe that the IRS Commissioner should be given a 5- 
year term, so that you won’t get into situations where a Commis- 
sioner is appointed right toward the end of a presidential term and 
is a lame duck, so that there will be a further degree of insulation 
from the political process. So that’s why we have supported the 5- 
year term. 

We believe that outside input is very, very important. That’s why 
we’ve proposed an advisory board with teeth, an advisory board 
that just doesn’t report to the IRS but reports directly to the Sec- 
retary of the Treasury, who is really the person who is going to be 
on the hook and accountable to the people for the performance of 
the IRS, and that is asked and, indeed, required to prepare an an- 
nual report to taxpayers, so that if that outside input is not being 
taken, it will be clear to all and the Congress will know who, the 
Secretary of the Treasury, to hold responsible. 

We have emphasized the importance of accountability. I believe 
that having the Secretary of the Treasury and the Deputy Sec- 
retary of the Treasury accountable is an integral portion of their 
job for the performance of the IRS, accountable to the President, 
accountable to the Congress, for the performance of the IRS, offers 
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a better prospect for improvement than the appointment of a com- 
mittee of outsiders whose primary loyalty will lie to their other 
pursuits and no one of whom will feel that responsibility and will 
feel that it is their responsibility to have this work. 

I think that collective responsibility among people whose primary 
loyalty is elsewhere is a mechanism that’s less likely to achieve the 
objective of accountability. So we are for major change in govern- 
ance, but we believe that the approach we’ve laid out offers the 
best prospect for continuity, outside input, and accountability. 

Chairman Johnson. Thank you, Mr. Summers. I know other 
Members have a lot of questions, so I will not ask more. But I do 
think that this is a very important issue. 

I’m glad to hear that working with people from 0MB and 0PM 
and through the process of presenting decisions to them on a regu- 
lar basis, that you feel you have improved the quality of manage- 
ment of the IRS. Nonetheless, I think one has to be conscious that 
appointments to a board, like this outside advisory board, on aver- 
age, those appointees have served about a year and a half on aver- 
age, if you look across those kinds of boards. That’s not encourag- 
ing in terms of longevity and expertise and so on. 

And then, when you have this as an added responsibility for 
someone from 0MB, who has many other responsibilities, in the 
long term, in the short term of making change — and we have an 
agency in trouble here, that’s one kind of action. What I will be 
concerned with in thinking this through is, is the kind of action 
that you can do under triage something that you can do on a regu- 
lar, ongoing basis, that doesn’t bring the expertise to the table that 
we need. 

Mr. Coyne. 

Mr. Coyne. Thank you. Madam Chairwoman. Welcome, Mr. Sec- 
retary, and thank you for your testimony. 

You didn’t have the opportunity to be here earlier when Senator 
Grassley testified, and I want to read you part of his testimony and 
have you respond to it. It says, “In private meetings, the adminis- 
tration appears to be divided on the proposal of a board. But it ap- 
pears unfortunate that some who oppose this proposal are doing so 
only because it signifies a monumental power struggle that they 
stand to lose. Treasury officials, who 2 years ago couldn’t find the 
IRS if they were standing at 11th and Constitution, are suddenly 
in fits about losing some control over part of their budget and bu- 
reaucracy.” 

I wonder if you could respond to that. 

Mr. Summers. Let me just say. Congressman, Secretary Rubin 
has said many times that the easiest thing for him, the easiest 
thing for us, would be to turn the IRS over to a board and to con- 
centrate on our tasks of financial policy, concentrate on the tax bill, 
concentrate on what’s happening in Thailand and Malaysia, con- 
centrate on the future of the banking system. The easy thing would 
be to turn away from this and not to be prepared to accept respon- 
sibility for what happens in terms of change in a very large organi- 
zation. That would be much the easier thing. 

Secretary Rubin and I have made a judgment that it is pro- 
foundly important to this country that this be fixed, that this get 
better, and that the best way for it to get better is for us to take 
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on a major involvement in overseeing management at the IRS and 
to put in place a set of procedures that will institutionalize that in- 
volvement, so that our successors will feel the same kind of obliga- 
tion. 

I think the objection that for some time Treasury officials, in 
both parties, in both administrations, have not watched over the 
IRS with adequate vigor is probably right. Certainly, since the mo- 
ment I became Deputy Secretary, and the moment Secretary Rubin 
became Secretary, it was a small number of months from the mo- 
ment I was appointed until the moment I was up here testifying 
that this was way off track and that major change had to be put 
in place, and that the board was underway. Similarly, Secretary 
Rubin, since he became Secretary, has made this a major respon- 
sibility. 

But I do think we have a real concern that at some point in the 
future it might drift back to the way it was, with inadequate over- 
sight. I think we’ve proposed a set of mechanism that very, very 
substantially contain that risk, a group of outside advisors of 
prominent people who will make a report every year to the Con- 
gress, which will represent a standard to which the Secretary of 
the Treasury and the Deputy Secretary of the Treasury will be 
measured against, a requirement that the Secretary and the Dep- 
uty Secretary testify on the progress of their oversight to the Con- 
gress every 6 months. 

We are building a career staff in the Treasury that has, I think, 
the potential to be a legacy that we will leave to our successors, 
in terms of capacity to maintain effective oversight at the IRS. 

If I might make just one final observation. Congressman, I think 
one has to make a comparison, and I think it’s probably fair to say 
that, particularly past moments of crisis, the record of committees 
appointed by the President, each of whom is going to be serving on 
a part-time basis, in terms of their effectiveness and responsive- 
ness in addressing various problems, is something that is not to- 
tally encouraging. Certainly the GAO looking at experience with 
boards in the private sector — in the public sector — did not find that 
they were an effective governance mechanism. 

Mr. Coyne. Thank you. 

Chairman Johnson. Mr. Portman — I’m sorry. 

Mr. Coyne. I had one other question. 

I wonder if you could respond to the constitutional problems, that 
have been raised, by having private citizens rather than the Presi- 
dent and the Treasury Secretary appoint, hire and fire the IRS 
Commissioner. 

Mr. Summers. I will furnish you with a learned written answer. 
Let me just say now — learned as prepared by the staff, because I’m 
not capable of giving a learned one. But the essence of it is that 
the appointments clause basically provides for the President, or his 
direct members of the cabinet, to make appointments to the gov- 
ernment, not for appointments to Federal Government positions to 
be made by outside committees of people who are not members of 
the President’s cabinet or heads of departments. So I think that 
would be a real constitutional question to be posed. 

I think that there are other constitutional questions. There’s a 
letter from the Attorney General’s office expressing quite serious 
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concerns about the Commission’s proposal. I think part of what we 
have to recognize is that even if there is constitutional uncertainty 
and questions, you’re looking at doubts about the process by which 
we’re raising 95 percent of the revenue. So even taking risks in 
that area with respect to constitutionality seems to me a problem- 
atic course. 

Mr. Coyne. Thank you, Mr. Secretary. 

Thank you. Madam Chairwoman. 

Chairman Johnson. Thank you. 

Mr. Portman. 

Mr. Portman. Thank you. Madam Chair. 

I heard Chuck Grassley’s comments earlier about 11th and Con- 
stitution. I would like to attest that Larry Summers was not in this 
job 2 years ago today — I don’t think, is that correct? 

Mr. Summers. Not quite. That’s right. 

Mr. Portman. And you’re the third Deputy Secretary in this ad- 
ministration; is that right? 

Mr. Summers. It is. 

Mr. Portman. But I have been at 11th and Constitution with 
Larry Summers. He knows where it is now, so although he wasn’t 
around 2 years ago, per Mr. Grassley’s comment, I happen to know 
from personal experience that he knows where it is and knows how 
to find his way there. 

Secretary Summers, thank you again for all the interaction we’ve 
had over the last year. We’ve had a healthy give and take, I think, 
but disagreed on one of the fundamental recommendations. But do 
you think it’s fair to say — and I think this is already stated, at 
least indirectly, in your testimony — that the majority of the rec- 
ommendations you and the Treasury Department support? 

Mr. Summers. Certainly there are many, many recommenda- 
tions — I haven’t done a count, but certainly there are many, 
many 

Mr. Portman. I think there are 52 recommendations. I would 
guess the vast majority of them, the Treasury Department would 
support. Let’s put aside governance recommendation at this point. 

Mr. Summers. I think, outside of the governance area, I think 
we’re certainly going in the same direction. I think there are a 
number of very interesting proposals, such as what’s said about 
staggered filing and the like, that in our view are interesting pro- 
posals that would require further study before we would be pre- 
pared — before certainly we would be comfortable in endorsing those 
proposals. 

The Commission has a fairly wide range of tax policy proposals 
within its simplification section, many of which would be things we 
could support, but I think some of which are 

Mr. Portman. Half of which were taken from you, and they 
aren’t part of the recommendation, as you know. 

Mr. Summers. No, as I say, many, many which we could 

Mr. Portman. It would be a shock to me if I were to hear you 
say that you do not support a majority of the recommendations, but 
maybe you don’t now. But that would be a shock, given how closely 
we worked with you. 
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You mentioned the simplification proposals, which are not a rec- 
ommendation but simply suggestions that Congress look at them, 
and half were taken from Treasury specifically. 

Would you agree also that the status quo is simply not accept- 
able — again. I’m just sort of paraphrasing your own testimony — 
and that major structural change is needed? 

Mr. Summers. I think there’s no question that we need to make 
major changes. 

Mr. PORTMAN. Let me say, as you know, at every public occasion, 
I have made the point this is not about the Clinton administration. 
This goes back to the Bush administration, where I served; it goes 
back to the Reagan administration and before. My view, and the 
view clearly of a majority of the Commissioners, is that there’s an 
inherent flaw in the system and it needs to be changed. But this 
is not about Larry Summers or Bob Rubin or the Clinton adminis- 
tration. 

Would you say that the Commission report has resulted in Treas- 
ury making some of the changes that you have outlined today? 

Mr. Summers. Oh, I don’t know. I think we’ve certainly valued 
the dialog that’s taken place with the Commission, but certainly 
the kinds of pressures that led to the setting of the Commission, 
and the kind of concerns that led to the setting of the Commission, 
were concerns that we very much felt in the Treasury — and we’ve 
been moving along on a whole set of changes, outsourcing to a 
much greater extent, the information technology management, con- 
verting the management partnership that existed previously to a 
management board. 

But certainly I think the interaction we’ve had with the Commis- 
sion, and the sense of the seriousness of this problem, which I 
think the Commission has done very much in bringing to public at- 
tention, has certainly been 

Mr. PoRTMAN. That sounds like a “No.” OK. Which is also a 
shock to me, given the interaction we’ve had and the previous testi- 
mony and so on. But I just wanted to kind of see where you all 
were fitting in. 

I’m going to have a chance later to talk to you more about the 
management board. You talked about continuity, expertise, and ac- 
countability, and I would like to go over that with you. 

Madam Chair, can I have some time now, or would you prefer 
me to come back on a second round? 

Chairman Johnson. Yes, go right ahead, Mr. Portman. 

Mr. Portman. The first question I guess I would have is along 
the lines of what Nancy Johnson talked about, which is the politi- 
cal aspect of the board. If you’re going to put this in legislation, 
which you announced today you are going to do, then you’re going 
to have the Office of the Vice President in there, 0PM and 0MB 
and so on. Executive Office of the President. 

Clearly, we don’t want to politicize the IRS. I assume you agree 
with that. We don’t want political appointees involved in the day- 
to-day management of the IRS from the White House; is that cor- 
rect, and are you going to change that proposal? I was a little un- 
clear about your earlier response. 

Mr. Summers. Anyone who is appointed by the President, wheth- 
er it’s the current Commissioner of the IRS, whether it’s myself 
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Mr. PoRTMAN. So having the White House 

Mr. Summers [continuing]. Whether it’s members of the proposed 
board, is 

Mr. PoRTMAN. Having members of the White House, the Execu- 
tive Office of the President involved, doesn’t bother you? I took it 
from your earlier comments that you had some concerns. 

Mr. Summers. I do not anticipate — I do not anticipate that mem- 
bers of the White House, political members of the White House 
staff 

Mr. PoRTMAN. Is the Vice President’s Office not part of the White 
House? 

Mr. Summers [continuing]. Would have a role in IRS governance. 

Mr. PoRTMAN. So you will probably change the legislation 

Mr. Summers. Just to make clear that it’s the National Perform- 
ance Review staff, rather than 

Mr. PoRTMAN. Of the 20 members of your board, I question them 
with regard to qualifications. Let’s start with number one, exper- 
tise. What expertise do they bring? Arguably, your advisory com- 
mission brings some expertise. They’re from the outside world. But 
then you have two boards. You said they’re going to have teeth. I 
guess they’re going to have teeth because they don’t report to the 
Commission, as the current Commissioner Advisory Group, CAG, 
does. Rather, they report to the Secretary, and that gives them 
teeth. 

Is that the difference? 

Mr. Summers. That, and the fact that they make an annual re- 
port to the public on the performance of the IRS, which will form 
a basis for holding 

Mr. PoRTMAN. Will they have any authority with regard to the 
IRS — if their recommendations to the Secretary are not accepted, 
do they have any recourse? It’s an advisory group, right? 

Mr. Summers. Their recourse is to make their recommendations 
and their evaluation of IRS’ performance and the Secretary’s per- 
formance public. That is their recourse. 

Mr. PoRTMAN. With regard to your board, again, there are 20 
board members, including — we talked about the Office of Vice 
President, 0PM, 0MB. Do you think they bring that kind of exper- 
tise to bear that is needed? Do you think they bring information 
technology expertise, the private sector customer service orienta- 
tion that we’ve talked about throughout the course of the last year, 
and as I think you said earlier. Treasury agrees needs to be part 
of the IRS? 

Mr. Summers. I think they provide an effective mechanism for 
oversight. I think people like John Koskinen who served on our 
board, who’s had extensive experience in turning around private 
sector companies, people like Ray Kelly, who have enormous expe- 
rience in the law enforcement area, do bring to bear very valuable 
perspective. 

Mr. PoRTMAN. Some of the private sector expertise that we all 
acknowledge is needed? 

Mr. Summers. They do bring to bear expertise. But I would not 
want to tell you that the principal source of outside input to the 
IRS is envisioned to be this management board. That’s why 
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Mr. PoRTMAN. So you wouldn’t get the expertise — OK, that’s fine. 
So let’s forget expertise then. We need expertise, but we don’t get 
it through your board. 

Continuity, is another point that I think we agree on. We need 
more continuity. We mentioned earlier that you’re the third Deputy 
Secretary, and you have focused on the IRS, in my view, more than 
any Deputy Secretary in history, particularly in the last 6 months, 
from what I can tell historically. Maybe some of the IRS historians 
in the room here can correct us on that. 

But continuity we agree is a very big part of the problem. It’s a 
management issue. As I look at it — and I just looked at this again 
this morning — only 2 of the 15 of the specifically designated pro- 
posed members of this advisory group have been on the job for the 
last 5 years. Only 2 of the 15. 

What kind of continuity is that? Seven of the positions have had 
three or more occupants in the same period, including yours, your 
position. I don’t see how the Treasury plan improves continuity. I 
think it worsens continuity. You’re going to have an incredible 
amount of turnover. Just looking at your very plan, the numbers 
are very clear. 

So expertise we’ve kind of discounted. In continuity, you have to 
look at the facts. And I guess the last issue is accountability. 

Now, do you have a response on the continuity issue? I want to 
give you a chance to respond. 

Mr. Summers. Thank you. It seems to me there are three re- 
sponses on the continuity issue. 

First, the most important continuity is in the day-to-day chief ex- 
ecutive leadership of the IRS. 

Mr. PoRTMAN. I couldn’t agree with you more. That’s why the 
Commission recommended a 5-year term for the Commissioner. 

Mr. Summers. That’s why I think the 5-year term recommenda- 
tion — 

Mr. PoRTMAN. And you all picked that up. That’s great. Although 
you don’t agree with most of the recommendations, apparently, and 
we didn’t affect your proceedings or your thinking on it, a few 
months ago you decided that that was a good idea, after we rec- 
ommended it — which is great. That does help in terms of continu- 
ity. 

But does your board provide continuity? 

Mr. Summers. Congressman, if I could just 

Mr. PoRTMAN. Does the board provide continuity? 

Mr. Summers. If I could just return to the earlier — I want to be 
very clear. I think the Commission has made an enormous con- 
tribution. There are a very large number of recommendations that 
the Commission has made that we share. I just haven’t done a nu- 
merical count to know whether it’s a majority or a large num- 
ber — 

Mr. PoRTMAN. Maybe we can do it afterward. 

Mr. Summers. There are important recommendations that we 
share, and I think it’s been an enormous contribution to this proc- 
ess. Certainly its thinking has helped to guide where we all are 
now. So if I was understood as saying something different, I should 
not have. I think the Commission has made an enormous contribu- 
tion. 
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Mr. PORTMAN. But your board does not provide any continuity. 
It doesn’t solve the problem of continuity. In fact, it exacerbates it. 

Mr. Summers. No, I think the 5-year term for the Commissioner 
is very effective with respect to continuity. I think the outside ad- 
visers who are making an annual report, who will serve in terms 
that are staggered, is a very important response to continuity. 

I think the most important thing that any of us can do is to build 
a career staff that will provide the real long-term continuity and 
who are there every day, who are involved in the oversight func- 
tion. That’s something we’re very much focused on. 

Mr. PoRTMAN. Again, as you know, we have a lot of specific rec- 
ommendations in the report, many of which I think you would 
agree with, about how to get that senior team additional exper- 
tise — 

Mr. Summers. Absolutely. 

Mr. PoRTMAN [continuing]. Some outside expertise, and more 
continuity and more expertise is important. I hope to get back to 
you later, but I want to pass along to my other colleagues. 

Thank you. Madam Chair. 

Chairman Johnson. Thank you. 

Since Mr. Portman and Mr. Coyne invested so much time on the 
Commission, I thought it appropriate that they have a chance to 
expand a little bit on their questions. I appreciate Mr. Portman 
passing on now to other Members of the Subcommittee. 

Since there are quite a few Members of the Subcommittee 
present, and we have another panel, I would appreciate it if the 
rest would stay within the 5 minutes. 

Mr. Kleczka. 

Mr. Kleczka. Thank you. Madam Chair. 

Madam Chair and Members, first of all I want to acknowledge 
the work of the National Commission. Here’s a group of citizens 
who spent a lot of time and effort to come up with some rec- 
ommendations, resolving a problem at an agency that I must say 
at the outset will never be popular. The IRS could send everyone 
of us a Christmas card and we still would not think nicely of them. 

What troubles me about the report, the mainstay of the report, 
is that because we don’t like the way they operate, we are going 
to turn the management over to a citizen board, knowing full well 
this is a government function. If, in fact, other agencies in the fu- 
ture fall into disfavor with the public, I ask the authors of this pro- 
posal whether or not they’re going to come forward and suggest a 
citizens board for that agency. 

I can see Health and Human Services, HHS, not the most popu- 
lar, but they serve the needs of needy people, so there is some sym- 
pathy for them. But they could fall in disfavor and all of a sudden 
we come up with the citizens board to run them. Department of De- 
fense, DOE), a couple of stories on $600 toilet seats, and there’s a 
proposal before Congress to have a citizens board run them. 

After we have all the agencies run by citizen boards, my question 
is, what is the sense of electing a President to formulate an admin- 
istration, one who is responsible to all the voters, to all the resi- 
dents in all 50 States, I think at that point you make that job kind 
of meaningless. 
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I’ll tell you, if you want to talk about disfavor, we can look at 
ourselves in Congress. Why not, my colleagues, have a citizen 
board to run the day-to-day operations of the Congress? Clearly, 
the schedule is not family friendly. Let’s get some housewives on 
the citizen board running the schedule of Congress. Let’s get a 
bunch of chief executive officers in and have them run the Ways 
and Means Committee, because clearly there are too many bumps 
and rough edges when the tax bill is being put together. 

You can see how absurd this keeps going on and on and on, until 
all of a sudden we have no government. 

I’m not here to defend the IRS. In fact, if I might, I will relate 
to you a recent problem I had with the agency, Mr. Secretary. It 
involves my campaign account, wherein interest is taxable, like any 
other interest for any other tax filer. So I filed the necessary form 
and paid my debt, and lo and behold, a month later, I get a notice 
saying “you underpaid by some $900.” Well, I pull out the form, 
looked at the percentage, looked at the interest income, and said 
no, these folks are wrong. 

Well, when they sent me the letter, they didn’t say, “Jerry, look 
this over. You might have a problem.” They convicted me and hung 
me on the first paragraph. Then they added another two pages in- 
dicating to me what the severe penalties were, based on various 
amounts and lengths of deficiency. I thought it’s all over. This ac- 
count is going bankrupt and I’m going to have to resign my seat. 
It’s all over for the guy. 

So then we write them a letter, and the upshot was that they 
were in error, and I received a $15 check for an overpayment. So 
no one is here to defend the IRS. 

But I think the important thing with this hearing, with the pro- 
posal, is that maybe now we’ll have some decent public discussion 
on how to change it. Will it be a citizen committee? Don’t know. 
I’m very leery about it, and I think that’s one of the major issues 
to be decided by this Subcommittee and by the Full Committee 
eventually. Nevertheless, at least we’re going to start giving this 
the talk and the dialog that it needs. 

There are other options that I think we can explore. If, in fact, 
we don’t like the attachment of the IRS to the Treasury, let’s make 
it a separate entity of the government, controlled by a Secretary 
who will be a Cabinet member. If we’re fearful that that Secretary 
might be a political crony, let’s put some specifics on who can get 
that job — 10 years in the private sector, or whatever other criteria 
you want to make. So there are other options we can explore. 

The bottom line is the importance. Madam Chair, of a public dis- 
cussion of the issue, and hopefully we’ll put our minds together and 
come forth with the best proposals that would satisfy the public’s 
need to have an agency who will always do an unsavory thing; i.e., 
take our money, but I think they can do it in a friendly manner. 
It’s always easier to pay a bill to a smiling face than someone who’s 
frowning. So if we can put the big smile on IRS and some account- 
able administration, I think that’s the job we should be up to. 

As far as the proposal goes, I will be asking the actual Commis- 
sioners who will be appearing next specific questions on how this 
operation is going to work, what these folks are going to be paid. 
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But nevertheless, we’ve heard a lot of talk over the last couple 
of minutes about conflict of interest, people not being partial, or 
impartial, and my question to you, Mr. Secretary, is — and Mr. 
Portman criticized some of the proposals that you are bringing 
forth and putting online now. But what guarantee do we have that 
this 7-member Commission is going to be impartial? What guaran- 
tee do we have that they won’t bring with them any conflict of in- 
terest, and what guarantee do we have that they will serve out 
their full term and not resign prior to filling out the term because 
of a job change or some other family situation? Could you respond 
to that, Mr. Secretary? 

Mr. Summers. I don’t think we have those guarantees with re- 
spect to the Commission’s proposal. That’s part of why we find the 
Commission’s proposal so troubling. We think there will be major 
appearance issues raised by people whose primary loyalty is large, 
private sector organizations, being put in charge of enforcing the 
tax law. We think that such people will serve as long as they will 
serve and there’s no guarantee of continuity and input. 

We think, if you’re talking about continuity of input, the continu- 
ity of input that comes from the fact that Secretary Rubin and my- 
self and our Assistant Secretary of Management, the people who 
work with our Assistant Secretary of Management, go into the 
Treasury Department every day and are available to work on IRS 
issues, respond to IRS questions, every day, is a kind of continuity 
of input that is very important. 

It would be lost by moving to a proposal where this would be a 
side activity for the people who are put in charge of the Nation’s 
tax system. We think that putting the Nation’s tax system in 
charge of a committee, for whom it is a side activity, with real ap- 
pearance questions, is not the right thing to do. 

Mr. Kleczka. Thank you. 

Thank you. Madam Chair. 

Chairman Johnson. Thank you. 

Mr. Kleczka, this is a core issue, whether or not you’re going to 
get greater continuity, and minimize conflict of interest problems 
through presidential appointees, approved by the Senate, which is 
a very serious business, we all know, or whether you would get 
greater continuity and fewer conflicts of interest through ap- 
pointees to an advisory board that do not go through that process. 
This is a core issue that Members of the Subcommittee will give 
a good deal of time to. 

Congresswoman Dunn. 

Ms. Dunn. Thank you very much. Madam Chairman. 

Mr. Secretary, I am getting a confusing message from you. I’ve 
been told that you worked closely with the Commission in their de- 
velopment of recommendations, and yet now, as we start talking 
about a core recommendation, the board of directors. I’m hearing 
you say it’s not necessary and that accountability should rest with 
the Secretary of the Treasury and the President. 

I have a real problem with that. I mean, that’s who it has always 
rested with, and that’s who allowed IRS to spend $4 billion of pub- 
lic funds on a computer system that doesn’t work. That’s what peo- 
ple at home whom I represent understand. So I don’t see the valid- 
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ity, and you’re saying we can continue under this same system of 
accountability which has demonstrably failed. 

You said that the board of directors would be exposed, in your 
testimony, to dangerous and unacceptable risks of conflict of inter- 
est. As Mr. Portman and our Chairman have said, under the Com- 
mission’s recommendations, these would be private sector members 
who are special government employees, nominated by the Presi- 
dent, approved by the Senate, subject to the same ethics and con- 
flict of interest protections that cover all political appointees. They 
would have no interest or involvement in tax policy decisions. It 
would not be available to receive income tax information. 

I would just like to know what risks are you referring to? 

Mr. Summers. Congresswoman, obviously the rules would have 
to get drafted if such a board came to pass. As we understand the 
rules governing special government employees, who serve on a tem- 
porary basis, the nature of the ethics restrictions are far less seri- 
ous and far less binding than the ethics restrictions that apply to 
me, for example, as a full-time government employee. 

I would just ask the question, what the inherent conflict is be- 
tween someone’s service as a chief executive officer of a Fortune 
500 company and their responsibility for the enforcement of the 
Nation’s tax law. When questions of strategy, with respect to audit- 
ing of corporations comes up, how would a member of the business 
roundtable avoid, even with the best and most totally honorable of 
intentions, being in a situation that would create an appearance of 
conflict, as that question was faced. When questions relating to the 
quality of taxpayer service provided to corporations were to arise, 
the similar kinds of conflicts of interest would arise. When ques- 
tions with respect to enforcement of laws on cash transfers came 
up, how would the head of a large bank be in a position to provide 
the appropriate appearance of neutrality. 

Of course, one could say, I suppose, that nobody who was in any 
of those kinds of situations would be eligible to serve on the board. 
But then it seems to me the kind of person that’s being envisioned 
as a board member would be ruled out. 

Ms. Dunn. We’re all adults; we’re all professionals. Those of us 
who come to Congress to represent our constituents have particular 
interests. Many of us are small business people. There could be po- 
tential conflicts of interest. A Senate-confirmed appointee could be 
expected in some manner to set aside a potential conflict of inter- 
est, or would recuse himself or herself if that issue came to the 
table. 

It sounds like what you’re saying is that there’s a potential for 
private sector folks to actually influence the IRS in some way, to 
affect their own company audits, for example. I hope that’s not 
what you’re saying. Secretary Summers, because I think that’s a 
really weak position to go at this very considerably considered and 
thoughtfully presented board of directors proposal, that we have 
recommended and are very interested in pursuing on a very objec- 
tive level, because we think that finally there will be some account- 
ability at the IRS and, on behalf of my constituents — and I would 
guess on every other Members of Congress constituents on this 
panel — we’ve got to recognize the reality that right now there is no 
accountability. 
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That’s why you’ve changed Commissioners of the IRS, and that’s 
why we want to take a good look at this, and we want to have over- 
sight that’s going to pay attention to the IRS and is going to shape 
that agency up. 

Now, I hope in the future there will be an opportunity to com- 
pletely redo the IRS. You know, there’s talk of tax systems that 
would replace the income tax system. Many of us favor that sort 
of thing. But we want to do it thoughtfully and carefully. We don’t 
want to leave in place a system that penalizes the people that we’re 
here to represent. 

Thank you. Madam Chairman. 

Chairman Johnson. Thank you. Congresswoman. 

Congressman English. We do have a vote, but we’re going to go 
ahead, I hope, with two members, 5 minutes each. 

Mr. English. Thank you. 

Mr. Summers, I have a couple of questions of my own, but frank- 
ly, I wanted to follow along the line of questioning that Representa- 
tive Dunn had pursued, because I find some of your comments to 
be, where they are not ambiguous, astonishing. 

Under the Commission’s recommendations, the private sector 
members of the board would be special government employees, 
nominated by the President, confirmed by the Senate, and subject 
to all the same ethics and conflict of interest provisions applicable 
to all other political employees. They would have no involvement 
in tax policy decisions, and would not be eligible to receive tax re- 
turn information. 

So can you clarify what these risks are that you’re talking about? 

Mr. Summers. As a full-time government employee, confirmed by 
the Senate, I’m not allowed to earn income by working for any 
other employer, other than the Eederal Government. As I under- 
stand the Commission’s proposal, that restriction would not be a 
restriction that would apply to members of the board. 

That is a very fundamental kind of difference. My primary loy- 
alty is to the Federal Government. The only person paying any sal- 
ary to me is the Federal Government. If I am the head of a private 
company serving on the board, I am receiving the bulk of my in- 
come, the bulk of my professional career activity, the bulk of my 
professional loyalty is directed to the institution for which I work. 
Inevitably, the job I do as a board member, IV 2 days every month 
or 

Mr. English. Reclaiming my time, my ability as a private sector 
board member would be very limited to effect any specific policies 
that would affect my company. 

I notice also you stated that corporate executives whose compa- 
nies may be automatically subject to yearly audits could end up de- 
termining the audit budget for the IRS in its strategic enforcement 
activities. 

Now, are you seriously suggesting that these private sector board 
members would actually cut IRS enforcement resources to affect 
their own companies’ audits? 

Mr. Summers. I’m seriously suggesting that I think people would 
be led to ask whether a group of corporate executives, deciding how 
much resources were going to be devoted to corporate auditing, and 
how much resources were going to be devoted to other things. 
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might, would develop a view — not with bad motives at all — would 
develop a view that was related to what their primary loyalty was. 
Yes, I think that’s a question many people would ask. 

Mr. English. Mr. Secretary, I’m glad you’re conceding the point 
on motives. 

Let me move on. You say that the independent board would pose 
an unacceptable risk to our Nation’s revenue stream. That has 
been the position of the Treasury. How would it do that exactly? 

Mr. Summers. I think, by undermining the day-to-day super- 
vision and executive responsibility that the Treasury Department 
now exercises, and is exercising with increasing effectiveness and 
real results, by undermining all of that, I think it would put at risk 
the capacity of the IRS to function effectively, and that, in turn, 
would put at risk the Nation’s revenue stream. 

Mr. English. Well, then. I’ll move to a final question, because 
obviously we have a fundamental disagreement on this. 

There is a recommendation in this report also having to do with 
tax simplification. Do you agree with the comments, with the rec- 
ommendations of the Commission on tax simplification? Specifi- 
cally, should there be a complexity analysis of every tax proposal, 
and would the Treasury be willing to submit its own proposals to 
a complexity analysis before they are submitted to Congress? 

Mr. Summers. I think there’s no question that an analysis of 
their implications for complexity should play a role, should play a 
role in every tax bill. Certainly we think simplification is an impor- 
tant objective. That’s why the Treasury put forth a package of tax 
simplification measures, which Congressman Portman and many 
others have endorsed. We have been pleased that many of those 
provisions, which I think do represent significant simplification, 
are contained in the bills that passed the House and the Senate, 
and we hope and trust that many of them will survive and make 
it through the conference process. 

Mr. English. Do you then support the Commission recommenda- 
tion on tax simplification? 

Mr. Summers. We support the broad approach of focusing on 
simplification, yes. 

Mr. English. I’ll take that as a qualified yes. Thank you for tes- 
tifying today. 

Chairman Johnson. I’m going to recognize Mr. Tanner. Some 
Members have gone over to vote. I do not intend to suspend the 
panel, if I can avoid it, out of respect for the time schedules of the 
following panel. 

Mr. Tanner. 

Mr. Tanner. Thank you very much. Madam Chairman. 

I appreciate your time, Mr. Secretary. Let me ask one question 
conceptually. I have read parts of the Commission report, and in 
the report language it seems to try to carve out tax policy and law 
enforcement functions as not being a part of the Commission. 

Now, conceptually, I think there ought to be more discussion 
about how much of the tax policy of the country should be turned 
over to an independent agency not directly accountable to the peo- 
ple. I don’t think that has been fully communicated in the country, 
to the citizens. I think we ought to spend a little time on that, as 
I said, conceptually. 
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But could you give us an example or two of how, one, if we ac- 
cepted the Commission as presented, how does one carve out the 
tax policy and law enforcement function and have that work as in- 
tended or as conceptualized? 

Mr. Summers. Honestly, I think one of the reasons why we’re as 
troubled as we are about the Commission’s proposal, and believe 
that while completely well intentioned, it would represent a grave 
mistake, is that we don’t think it’s possible to separate tax policy 
from tax administration, or to separate tax policy from law enforce- 
ment. 

Every several — Very frequently. Secretary Rubin and I are in the 
White House, and we have an opportunity to discuss some tax pol- 
icy question, and somebody’s got some scheme to do something or 
other, using the tax system, and we say that can’t work. It just 
can’t work because it’s too great a burden on the IRS and it’s not 
feasible. 

Frankly, an independent IRS wouldn’t have representatives at 
that meeting to make that argument, and if they did have rep- 
resentatives, they wouldn’t get the kind of weight that the Sec- 
retary of the Treasury gets. So I think by lodging this responsibil- 
ity for actually administering the taxes and collecting the revenues 
with the Secretary of the Treasury, you internalize much more into 
the government’s decisionmaking that administration and adminis- 
trative ability consideration. 

I don’t think, since so much crime — ^You know, A1 Capone went 
to jail for tax evasion — that so much crime is detected and enforced 
via tracing the money and tracing the financial trail through the 
tax system, and many of those things start as very routine audits 
but then something comes up in the tax audit, discovers and leads 
to a more serious problem. I don’t see how you can really divorce 
law enforcement from tax administration. 

I think you can write rules, and I think this is the point that the 
Commission emphasizes, and I think they’re right. I think you can 
write rules that cavern off responsibility and involvement in spe- 
cific cases from specific people. Just as I can’t get involved in a spe- 
cific case, I think you can write a rule that says that the private 
board member can’t get involved in specific cases. 

But I think the problem is that so many of the strategic policy 
decisions that the IRS makes are decisions that influence private 
interests. That’s where it seems to me you get into the serious 
problem. 

Mr. Tanner. So am I correct in, I guess, interpreting your an- 
swer to say that, although the Commission report has merit with 
respect to some of the changes, some of the modernization and so 
forth, that conceptually the idea of turning over tax policy and law 
enforcement to unelected, independent members of this commission 
or agency is troubling in terms of it being overbroad with respect 
to these specific items of tax policy and law enforcement function? 

Is that a fair characterization? 

Mr. Summers. That is very fair. Congressman Tanner. I would 
just say that we believe that the Commission’s governance proposal 
would represent a grave mistake that would seriously threaten law 
enforcement, tax policy, and effective customer service. 
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Mr. Tanner. Maybe we can continue to work on that together 
and see if we can reach agreement. 

Thank you. I must run and vote. 

Mr. Summers. Thank you. 

Mr. PORTMAN [presiding]. I didn’t hear the beginning of Con- 
gressman Tanner’s question, and I will have a chance to visit with 
him later when he comes back. But I took it from his question to 
you that his supposition is that the board is involved in tax policy 
and enforcement, which as you know it is not. It specifically stated 
so in the Commission’s report, and there are safeguards in place 
for that. So I hope we’ll have a chance to go over the report in more 
detail in the legislation. But there is a specific bar to that. 

In fact, when you look at what Mr. Kleczka said, why not make 
it an independent agency — and I would love your comments on that 
generally — but the main reason that our Commission, I think it’s 
fair to say, did not move to the independent agency model is be- 
cause we do believe there are some synergies with Treasury, and 
one of the synergies, of course, is tax policy. Treasury would con- 
tinue to have tax policy under this proposal. 

For you to say, in response to questions about the political ap- 
pointees, including those of the Executive Office of the President 
being involved on your board, that while those folks, to quote you, 
would focus on policy and management — this is what I wrote down 
from your statement — and they would have no impact on specific 
cases, and then for you to turn around and say, “but this other 
board would have strategic decisionmaking that would have an im- 
pact on tax policy” seems to me to be entirely inconsistent. 

Mr. Summers. No. Could I explain for a moment? 

Mr. PoRTMAN. I would be happy to have you explain. This is your 
worst nightmare. It’s you and me. Everybody else is gone. [Laugh- 
ter.] 

If another Member doesn’t come back, we’ll have to move to the 
next panel because I see a lot of the Commissioners and other ex- 
perts are here to testify. But we are going to wait and see if a cou- 
ple other Members come back in the next few minutes, in that 
case, because I know they wanted to talk to you, too. 

Go ahead. 

Mr. Summers. Congressman, I always enjoy discussing these 
issues with you. 

What I tried to say, in answering Representative Tanner’s ques- 
tion, is that I think it is possible to, whether it’s a government 
board or whether it’s a private board, I think it is possible to cav- 
ern off involvement with cases facing specific taxpayers. I think we 
know how to do that and I think that can be done. I think involve- 
ment in specific cases isn’t a problem on either side. 

Mr. PoRTMAN. But earlier you did raise that as a concern, specifi- 
cally with regard to 

Mr. Summers. I think what is a problem, I think 

Mr. PoRTMAN. What’s the conflict of interest problem if it’s 
not 

Mr. Summers [continuing]. As one gets to policy questions — for 
example, a policy question of the allocation of IRS audit resources 
between corporations and individuals 
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Mr. PoRTMAN. Let’s talk about that. Let’s talk about that for just 
a moment. 

Mr. Summers. I think it’s questionable to have a member of the 
business roundtable have a central role in making that decision. 

Mr. PoRTMAN. OK. Let me ask you a specific question about that. 
As you know, in the Commission’s report the allocation of resources 
for enforcement, precisely what you just said would be the problem, 
is determined by the budget. Who determines the budget of the In- 
ternal Revenue Service under this report? 

Mr. Summers. Well, I’ll leave you to be the authority 

Mr. PoRTMAN. No, it’s very clear. The Department of the Treas- 
ury. The Secretary of the Treasury approves the budget. It becomes 
part of the unified budget. It goes through the same process the 
budget does now, with 0MB, and it comes to the Hill as part of 
the President’s budget. 

Why would that be any different — Secretary Summers, I’ll wait 
until you finish hearing it from Ed there — ^but with regard to the 
current situation? I don’t get it. I see that as one of many red her- 
rings you’re raising. 

When you go through and look specifically at the way we came 
at this, which was a balanced approach — frankly, as you know, 
about half the Commissioners would have loved independence. But 
we tried to move toward you, including the very important issue of 
allocation of resources for the IRS. 

Mr. Summers. Well, I think that when you get into all of the de- 
cisions that your board will shape, how information technology will 
be used 

Mr. PoRTMAN. So it’s not the budget issue. That was 

Mr. Summers [continuing]. Where the focus will be 

Mr. PoRTMAN. Hold it. Let’s get back to the budget one. What’s 
your answer? 

Mr. Summers. The answer to the budget — even in the case of the 
budget ones, the Commission will exercise considerable leverage 
over the personnel at the IRS, who will be the people who provide 
the information 

Mr. PoRTMAN. So it’s leverage over the personnel now, not the 
budget. It’s not allocation of resources. 

Mr. Summers [continuing]. To provide the information 

Mr. PoRTMAN. Let’s just target on what your concerns are and 
then we can try to address them. But on the budget side you’re sat- 
isfied? 

Mr. Summers. I didn’t say that. I didn’t 

Mr. PoRTMAN. What are your concerns? 

Mr. Summers. I think I’ll have a better chance of clarifying my 
concerns if you let me speak for just a 

Mr. PoRTMAN. Sure. I just want to stick on one, and then we’ll 
go to the next one and try to address that one, and kind of move 
our way down. 

Mr. Summers. The concern about the budget goes to several lev- 
els. First, it is important that the decisionmaking about the micro- 
structure of the IRS budget, which in turn drives the IRS employ- 
ment locations, in turn drives the information technology, strategy, 
in turn drives the way in which taxpayers — there’s interaction with 
taxpayers — it is possible to envision that all of those decisions are 
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made at the Treasury level and that all decisions that impact on 
the budget are made at the Treasury level. 

But once all decisions that are made that impact on the budget 
are made at the Treasury level, I would be left to wonder just what 
the decisions were that the board is going to make. That’s one 
point. 

Mr. PORTMAN. Wait a minute. Currently are you saying 

Mr. Summers. Second and separately 

Mr. PoRTMAN. I’m confused. Let’s just clarify what you’re saying. 

You said micromanagement decisions about the budget are made 
at the Treasury level now? Doesn’t the Commissioner put together 
the budget? 

Mr. Summers. The Commissioner puts together the budget 

Mr. PoRTMAN. Which is what the Commission report provides for 
as well. 

Mr. Summers. Which is reviewed — the Commission puts together 
the budget, which is reviewed in very considerable detail in the 
Treasury Department, and is responded to in very considerable de- 
tail in the Treasury Department, as a central tool of oversight help- 
ing to set the organizational priorities for 

Mr. PoRTMAN. Why wouldn’t Treasury have that ability under 
this proposal? 

Mr. Summers [continuing]. For the IRS. 

Well, if the Treasury has that ability, then if that 

Mr. PoRTMAN. Treasury does have that ability under this report. 
I would hope that the Secretary of the Treasury is not making 
micromanagement decisions about the budget. If he currently is, I 
don’t know how he has time to do all the other things he’s doing 
with regard to the domestic and international economy. That cer- 
tainly is not our intent, that either the Secretary or the board 
would do that. The Commissioner does that, and her designees or 
his designees. 

I think on the allocation issue of resources we have determined 
that that is not a legitimate issue. 

What’s the 

Mr. Summers. As I understand the Commission’s proposal, the 
Commission would propose a budget which it would send directly 
to the Hill. 

Mr. PoRTMAN. Yes. There would also be an informational budget, 
just as Social Security does now. The Social Security Administra- 
tion puts together a budget and sends it to the Hill for informa- 
tional purposes, which I think will be very helpful to know what 
these overseers think about where the allocation should be. 

Mr. Summers. But, of course, that budget 

Mr. PoRTMAN. But it will then become part of the President’s 
budget. Treasury signs off on it. Treasury has to approve it. 

Mr. Summers. Which the board 

Mr. PoRTMAN. And it then becomes part of the unified budget. 
That is the President’s budget to the Hill for the IRS. That’s the 
budget that you work from, just as we do with Social Security. 
There’s a model here. 

Mr. Summers. Of course, the budget that is — of course. Social Se- 
curity is not run by anyone whose primary loyalty is to the outside. 
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Of course, in Social Security, there are not the same prospects 
for 

Mr. PoRTMAN. The board sends its approved budget to us. It’s the 
same model. It’s an advisory board, the Social Security board. So- 
cial Security has a board. They don’t have accountability or teeth 
because they’re advisory, along the lines of the Commissioner’s ad- 
visory group, and along the lines of your proposed outside board. 

Mr. Summers. Social Security has trustees. 

Mr. PoRTMAN. No, not the trustees. The board. They send for- 
ward a budget proposal for information purposes. I’m just saying 
there’s a model for that, but the budget proposal from the Presi- 
dent is the one that goes through the regular unified budget proc- 
ess. 

Mr. Summers. There’s a budget process. The Commission 

Mr. PoRTMAN. That’s the one that you’re going to continue to 
have approval authority over at Treasury. 

Mr. Summers. I understand that. I also understand, that I be- 
lieve it is the intent of the Commission’s proposal that the outside 
board exercise influence over the allocation of resources within the 
IRS. If it is in a position to exercise influence over the allocation 
of resources in the IRS, the question will naturally arise whether 
they will want to allocate resources in a way that favors their pri- 
mary loyalties. That seems to me to be inherent in the structure 
that you pose, unless one took the position that the Commission 
wouldn’t — that the board would not influence the allocation of re- 
sources within the IRS, in which case it would seem to me to be 
difficult to achieve significant improvement without influencing the 
allocation of resources. 

So I think it is — and I’m sorry that I was not as sharp as I might 
have been in addressing the precise details of your proposal — but 
I think it is inherent in the proposal that the Commission exercise 
authority, or exercise influence, over the allocation of resources 
within the IRS. Once you have that, it seems to me you have the 
conflicts. 

Mr. PoRTMAN. Let’s just make it clear again that the way the 
budget works is that it’s going to the Secretary of the Treasury for 
approval and become a part of the unified budget, so that for future 
reference — and we talk about this in our letter to Secretary Rubin, 
Senator Kerrey and I, and that issue can be addressed on a factual 
basis. 

I’m being told we have to go on to the next panel. Congressman 
Coyne has agreed not to ask any further questions, I guess. Thank 
you very much. Dr. Summers, for being with us. 

Mr. Summers. Thank you very much. 

Mr. PoRTMAN. We would now like to call forward the next panel. 

Fred T. Goldberg, Commissioner from the National Commission 
on Restructuring the IRS, and currently a partner with Skadden, 
Arps, Slate, Meagher & Flom, in Washington, DC. 

Robert Tobias, also a Commissioner on the Restructuring Com- 
mission, and president of the National Treasury Employees Union. 

Assistant Secretary Larry Irving, who also is a Commissioner, 
and is currently Assistant Secretary for Communications and Infor- 
mation at the tl.S. Department of Commerce. 
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George Newstrom, another Commissioner, who is the corporate 
vice president and group executive of Electronic Data Systems, 
EDS, in Herndon, VA. 

Josh Weston, another Commissioner, chief executive officer. 
Automatic Data Processing, Inc., ADP, Roseland, NJ, former CEO 
of ADP. 

Einally, David Keating, the executive vice president of the Na- 
tional Taxpayers Union, and also a member of the Commission. 

Gentlemen, welcome. Thank you for your patience. We under- 
stand that Mr. Weston has a flight, so with your indulgence, we 
will ask Josh to go first. 

Other Members of Congress will be trickling in after these votes, 
but I would ask you to proceed, Mr. Weston. I think we’re on the 
5-minute rule, is that right. OK. We’ll be on a 5-minute rule, and 
then we will have time for some dialog back and forth. 

Mr. Weston. 

STATEMENT OF JOSH WESTON, COMMISSIONER, NATIONAL 

COMMISSION ON RESTRUCTURING THE INTERNAL 

REVENUE SERVICE; AND CHAIRMAN, AUTOMATIC DATA 

PROCESSING, INC. 

Mr. Weston. Mr. Chairman, thank you. If it would serve the 
convenience of the Subcommittee, I don’t mind waiting 5 minutes, 
if your colleagues are coming back. 

Mr. PoRTMAN. Well, I would recommend, Mr. Weston, that you 
begin, because you never know about these Members of Congress. 
They may or may not come back. But your testimony, of course, 
will be made a part of the record, and they will have an oppor- 
tunity to review it. 

Mr. Weston. Thank you, Mr. Chairman, and Members of the 
Subcommittee. My name is Josh Weston. I am chairman of Auto- 
matic Data Processing, or ADP for short, where I have been a sen- 
ior executive for over 25 years. President Clinton appointed me as 
one of the Commissioners on the National Commission to Restruc- 
ture IRS. 

ADP is a $4-plus billion computer services company, with over 50 
computer centers, over 30,000 employees, and by far the longest 
consecutive annual growth record of any American company — 36 
consecutive growth years in a row. 

We currently pay well over 20 million Americans every payday, 
on behalf of some 300,000 employers. And we electronically inter- 
face with over 2,000 tl.S. taxing authorities, from the IRS to the 
smallest school district in Ohio. 

Our side of the relationship with IRS is paperless, as we trans- 
mit $200 billion per year to the IRS. We also give them 35 million 
paperless W-2 forms each year, and millions of electronic tax re- 
turns from those employers. 

ADP handles over 100 million client phone calls per year, almost 
as many as the IRS. And while 40 to 60 percent of the IRS phone 
calls get to their intended destinations, well over 90 percent of our 
calls do so. 

We also support 100,000 stock quotation terminals for Wall 
Street, where critical response time is measured in milliseconds. 
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Our computers process 20 percent of all Wall Street trades, where 
timing and accuracy are very critical, as is the case with payrolls. 

So I think our company and I both know a lot about service, effi- 
ciency, computerization, and employee motivation. 

In addition, I serve on the boards of four other very large service 
companies. In each such case, I think I am very well informed, fo- 
cused, and an influential part timer. Although those boards gen- 
erally pay me $30,000 to $40,000 annually for my efforts, they do 
get my dedicated attention. My fellow board members in the pri- 
vate sector, on average, serve noticeably longer than appears to be 
the case in IRS and Treasury executive positions and advisory 
boards. 

Those companies on whose boards I serve also get free supple- 
mental help from my ADP colleagues whenever I think it can be 
helpful. Those boards neither micromanage nor implement policy. 
In fact, they do not manage. But they do maintain clear focus, over- 
sight, priorities, continuity, and a demand for measurable results 
and outcomes. 

The President recently identified a very qualified and capable 
private sector executive to be the next IRS Commissioner. Because 
of my Commission activities and knowledge, and my private sector 
activities, it was I, as a private sector part timer, who was able to 
identify and recommend this next likely chief executive officer of 
the IRS to both Bob Rubin and Larry Summers. 

I give you all this background because it illustrates the kind of 
public-minded talent and help that is available for the type of IRS 
governance board that our National Commission has recommended 
to Congress. And there are many other senior private sector execs 
like me. My self-description also illustrates why I disagree with the 
Treasury Department’s view that a mostly external IRS board of 
experienced senior service execs would not be an appropriate, 
qualified, or dedicated governance entity for the operational and 
service portion of the IRS. 

As a further indicator of the relevance and abilities of senior, pri- 
vate sector executives to guide IRS on operational matters, I will 
tell you that in just 4 months I voluntarily made five, indepth vis- 
its to five different tax centers. Frankly, I doubt that any or many 
of the current internal Treasury Department advisors to IRS have 
seen and learned from as many IRS field personnel and tax proc- 
esses as have I as a part-time, unpaid outsider. And there are 
other non-Treasury Department executives like me who could bring 
very relevant and consistent guidance to the IRS if our Commis- 
sion’s recommendations on a governance board are adopted by Con- 
gress. Incidentally, I am not applying for the job. 

By contrast, on the subjects of relevant experience and consist- 
ency, the past 20 years clearly indicate that the various existing 
IRS and Treasury Department governance and oversight processes 
have suffered from a glaring and continual lack of relevant execu- 
tive experience, focus, consistency, and knowledge on a scale that’s 
necessary for the IRS. 

The present, past and prospective consistency and continuity in 
IRS oversight by the Treasury Department were and are flawed be- 
cause the relevant officials, often political appointees, generally 
have low longevity and limited relevant experience that is nec- 
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essary to guide the IRS and its chief executive officer in dealing 
with better service, better efficiency, and state-of-the-art electronics 
that aligns technology with the business mission. 

The recent Treasury proposal of a 14-person advisory board hard- 
ly approaches the prospective value and punch of our recommended 
board. The Treasury’s large advisory board would include only four 
senior executives from the private sector and would only meet 
quarterly. It would not have intensity. It would not have clout. It 
would not have accountability. It would be more like a townhall 
meeting. 

The Treasury’s proposed 20-percent internal management and 
review board consists mostly of interagency, mid-level department 
heads who would generally lack the degree and scale of senior-level 
experience to truly create and guide a $1. 5-trillion, 100,000- 
employee, computerized service environment that handles 1 billion 
transactions and 150 million phone calls a year. Nor could such a 
heterogeneous additional board, as recommended by Treasury, like- 
ly have a shared, sustained strategic vision with clear authority 
and accountability. 

Some people have characterized our Commission’s proposal as 
setting up a freestanding, privatized, nonaccountable tax enforce- 
ment agency. Those allegations are not accurate. Each board mem- 
ber would be selected by the President, who could also terminate 
him or her. The Senate would have a say on each appointee. The 
Secretary of the Treasury would be on that board. The board’s 
budget requests would flow through both the Treasury Secretary 
and the Congress. This board would have no say on tax policy and 
tax enforcement, which would continue to flow through Treasury. 

The bulk of the IRS employees are not in heavy-duty enforce- 
ment. Most IRS employees are in service and operations because 
well over 75 percent of revenues come in almost automatically from 
employee withholding taxes and employer payroll taxes, where tax 
enforcement and tax policy are not primary issues. 

Before concluding, I would like to emphasize to this Subcommit- 
tee some significant, non-governance observations. As you probably 
well know, our tax collection system is based on voluntary self- 
assessment. It produces $1.5 trillion per year. The voluntary com- 
pliance is around 85-percent accurate, which is very high by most 
international comparisons. 

Voluntary self-assessment is very sensitive to taxpayer attitudes 
and taxpayer treatment. A mere l-percent compliance shift in ei- 
ther direction affects Federal proceeds by $15 billion a year. 

Current IRS service standards, behavior, and audit methodology 
are much below the best private sector standards and probably cost 
the government huge shortfalls in revenue potential and goodwill. 
Better, more qualified top-level board governance, not daily man- 
agement by the board, could make a big difference. 

I thank you for your attention. 

[The prepared statement follows:] 
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Statement of Josh Weston, Commissioner, National Commission on 

Restructuring the Internal Revenue Service; and Chairman, Automatic 

Data Processing, Inc. 

Madam Chair and members of the Committee. My name is Josh Weston and I 
am chairman of Automatic Data Processing, Inc., or ADP, where I have been a sen- 
ior executive for over 26 years. President Clinton appointed me as one of the com- 
missioners on the National Commission to Restructure IRS. 

ADP is a $4 -h billion computer services company, with over 50 computer centers, 
over 30,000 employees, and by far the longest consecutive annual growth record of 
any U.S. company ... 36 years in a row. 

We pay well over 20 million Americans every payday, on behalf of 300,000 em- 
ployers. We electronically interface with over 2000 U.S. taxing authorities, from IRS 
to the smallest school district in Ohio. 

Our side of the relationship with IRS is paperless, as we transmit $200 billion 
per year to IRS. We also give them 36 million paperless W-2 forms each year and 
millions of electronic tax returns from employers. 

ADP handles over 100 million client phone calls per year, almost as many as IRS. 
While 40-60% of IRS phone calls get to their intended destinations, well over 90% 
of our calls do so. 

We support 100,000 stock quote terminals for Wall Street, where critical response 
time is measured in milliseconds. Our computers also process 20% of all Wall Street 
trades, where timing and accuracy are critical, as is the case with payrolls. 

So, I think our company and I both know a lot about service, efficiency, comput- 
erization, and employee motivation. 

In addition, I serve on the boards of four other very large service companies. In 
each such case, I think I am a very well informed, focused, and influential part- 
timer. Although those boards generally pay me $30 to $40 thousand annually for 
my efforts, they get my dedicated attention. Those companies also get free supple- 
mental help from my ADP colleagues when I think it can be helpful. My boards nei- 
ther micromanage nor implement policy, but they do maintain clear focus, priorities, 
continuity, and a demand for measurable results and outcomes. 

The President recently nominated a very qualified and capable private sector ex- 
ecutive to be the next IRS Commissioner. Because of my Commission activities and 
knowledge, it was I, a private sector part-timer, who was able to identify and rec- 
ommend this next CEO of the IRS to Bob Rubin and Larry Summers. 

I give you all this background because it illustrates the kind of public-minded tal- 
ent and help that is available for the type of IRS governance board that our Na- 
tional Commission has recommended to Congress. My self description also illus- 
trates why I disagree with the Treasury Department’s view that a mostly-external 
IRS board of experienced senior service executives would not be an appropriate, 
qualified, and dedicated governance entity for the operational and service portion 
of the IRS. 

As a further indicator of the relevance and abilities of senior, private sector execu- 
tives to guide IRS on operational matters, I will tell you that in just four months, 
I voluntarily made five, in-depth visits to five different tax centers. Frankly, I doubt 
that any or many of the current internal Treasury Department advisors to IRS have 
seen and learned from as many IRS field personnel and tax processes as have I as 
a part-time outsider. And there are other non-Treasury Department executives like 
me who could bring very relevant and consistent guidance to the IRS if our Commis- 
sion’s recommendations on a governance board are adopted by Congress. Inciden- 
tally, I am not appl 3 dng for the job. 

By contrast, on the subjects of relevant experience and consistency, the past twen- 
ty years clearly indicate that the various existing IRS and Treasury Department 
governance and oversight processes have suffered from a glaring and continual lack 
of relevant executive experience, focus, consistency, and knowledge in large scale 
service and operations environments. The past, current, and prospective consistency 
and continuity in IRS oversight by the Treasury Department were and are flawed 
because the relevant officials, often political appointees, generally have low longev- 
ity and limited relevant experience in roles that are intended to guide the IRS and 
its CEO, towards better service, better efficiency, and state-of-the-art electronics 
that aligns technology with business mission. 

The recent Treasury proposal of a 14-person advisory board hardly approaches the 
prospective value and punch of our recommended board. The Treasures large advi- 
sory board would include only four senior executives from the private sector, and 
would only meet quarterly. It would not have intensity, clout, and accountability. 
It would be more like a town hall meeting. 
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The Treasury’s proposed internal management and review board consists mostly 
of inter-agency, mid-level department heads who would lack the degree and scale 
of senior level experience to truly create and guide a $1.6 trillion, 100,000 employee, 
computerized service environment that efficiently handles a billion transactions and 
160 million phone calls per year. Nor would such a heterogeneous additional board 
likely have a shared, sustained strategic vision with clear authority and accountabil- 
ity for achieving objectives. 

Some people have characterized our Commission’s proposal as setting up a free- 
standing, privatized, non-accountable teix enforcement agency. Those allegations are 
utter nonsense. Each board member would be selected by the President, who could 
also terminate him or her. The Senate would have a say on each appointee. The 
Secretary of the Treasury would be on the board. The board’s budget requests would 
flow through both the Treasury Secretary and the Congress. The board would have 
no say on teix policy and tax enforcement, which would continue to flow through 
Treasury. 

The bulk of IRS’ employees are not in heavy-duty enforcement functions. They are 
in service and operations, because well over 75% of revenues come in almost auto- 
matically from employee withholding taxes and employer payroll taxes, where tax 
enforcement and tax policy are not primary issues. 

Before concluding, I would like to emphasize to this Committee some significant, 
non-govemance observations that are important to your deliberations. 

1. As you know, our tcix collection system is based on voluntary, self-assessment. 
It produces $1.6 trillion per year. That voluntary compliance is around 86% accu- 
rate, which is very high by most international comparisons. 

2. Voluntary self-assessment is very sensitive to teixpayer attitudes and treat- 
ment. A mere 1% compliance shift in either direction affects federal proceeds by $16 
billion. 

3. Current IRS service standards, behavior, and audit methodology are much 
below the best private sector standards, and probably cost the government huge 
shortfalls in revenue potential and goodwill. Better, more qualified top-level board 
governance (not daily management by the board) could make a big difference. 

4. Congress also needs better coordinate its oversight and interference with the 
IRS. In a typical year, at least seven different committees interrogate and guide the 
IRS. They typically hold 20-30 hearings per year. In each of these past ten 
years,you have authorized over 40 different GAO investigations and reports on the 
IRS, most of which have been far more burdensome than useful. In a typical IRS 
year, there are over 12,000 Congressional calls and letters to IRS requesting some 
kind of action. The Congressional process can be much improved. 

6. I strongly recommend, as does our Commission report, that the House and Sen- 
ate have one joint, senior body to better coordinate the direction, focus, and consist- 
ency of Congressional and GAO guidance. 

6. Because there are no complexity tests or cost/benefit analyses applied to each 
incremental piece of teix policy, legislation, or IRS regulation, IRS and teixpayers are 
both very heavily burdened with unnecessary and unproductive complexities and in- 
efficiencies. All proposed teix policy and regulatory changes should require a concur- 
rent complexity analysis. 

In addition, the IRS Commissioner should be directed to annually submit to some 
joint House/Senate committee a list of best candidates for further simplification that 
would have little effect on either tax policy or tax revenues. 

7. Finally, I have a few comments on technology: 

a. It is imperative that you fully fund and monitor IRS progress on fixing the Year 
2000 challenge well before December 1999, or chaos will ensue. 

b. It is equally imperative that IRS be allowed and encouraged to build and retain 
an experienced, capable senior technology leadership team that is not solely home 
grown talent. 

c. Electronic filing and other simplifications are critical to enhanced accuracy, effi- 
ciency, and auditing. This project needs funding, clear targets, and legislative revi- 
sions to make electronic more attractive and simpler. 

I thank you for your attention and would be pleased to further help you. 


Chairman JOHNSON. Thank you, Mr. Weston. 

In view of your schedule, we are going to proceed with questions 
at this moment, and I am going to recognize Mr. Portman. 
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Mr. PORTMAN. Mr. Weston, thank you for your testimony today. 
Mostly, though, thanks for your work on the Commission. You were 
tough, hardnosed, nonpartisan, sometimes monopolizing the hear- 
ings for us, but honestly, it was a pleasure to work with you, and 
I think all of the Commissioners share in that commendation be- 
cause you brought that private-sector expertise, knowledge, and 
commitment to the task. So thank you for all you did. 

I have one question for you, and it has to do with your experience 
on both the ADP board and other boards you have been on because 
I think that goes to a lot of the concerns that the Treasury has 
raised. 

You serve on a couple of major boards now, you said, and you 
have been on the ADP boards. Do you all micromanage these com- 
panies? Do you get involved in decisions that would be the equiva- 
lent of an individual taxpayer’s decision? Tell us a little about what 
you do. 

Mr. Weston. I think the polite answer is “heck no,” and I could 
substitute two other letters if I did not have to be polite. 

Most board members I serve with clearly recognize that a board 
does not manage, cannot manage, should not manage, and will not 
manage. It just does not happen that way except in some crazy, 
freak situation that I do not know about. 

Most board members have senior-level executive experience 
someplace else, and they clearly understand the difference between 
oversight and guidance on the one hand and management on the 
other, and I cannot recall in any of the five boards I am on, all of 
which are large service organizations, a single instance of a board 
zeroing in on micromanagement versus insisting and getting from 
the chief executive officer clear plans, clear accountability, and 
intermittent updates on status versus those plans. If the chief exec- 
utive officer is not performing according to those plans, then the 
board holds the chief executive officer accountable and in some re- 
grettable situations gets a different chief executive officer, but a 
board cannot and does not micromanage, does not manage at all, 
and every time I heard the word “manage” earlier this morning, it 
seemed to me to be a gross misconnect between reality of boards 
and theoretical hypotheses. 

Mr. PoRTMAN. As one follow on, would you say that the IRS can 
use some of that oversight and guidance that a board does supply? 

Mr. Weston. Well, let me give you just a few examples. Every 
board I am on, once a year, receives a very clear, long-term plan 
from the chief executive officer and this plan is massaged, 
critiqued, and if necessary, the plan is amended. 

Once there is a long-term plan and direction, every board I am 
on receives an annual operating plan which is more than just a 
budget. It has all other key objectives, key organization needs, and 
once approved by the board, it is the chief executive officer’s job, 
not the board’s job, to achieve that performance, and every board 
I am on gets a quarterly update at least on how the company is 
doing versus those particular plans. If an issue is not going well, 
the board asks the chief executive officer to come back with a clear 
course of action to remedy the shortfall as compared to a board try- 
ing to manage around the chief executive officer. 

I do not know if I answered your question. 
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Mr. PORTMAN. You did. Thank you. 

Chairman Johnson. Mr. Coyne. 

Mr. Coyne. Thank you, Madam Chairwoman, and thank you. 
Josh, for your testimony. I appreciate your being here today. 

I just wanted to followup on your testimony relative to the 
boards that you serve on. You stated that the members of these 
boards do not intervene in the day-to-day operations of the boards. 
Do you see any circumstances under which someone who would 
serve on the proposed IRS board would be asked to act on behalf 
of a constituent or taxpayer relative to IRS problems 

Mr. Weston. My comment on that. Congressman, is that on any 
board I am on, if occasioned by accident some individual board 
member appears to be going off on a toot, whether it is self-serving 
or just hysterical, the other board members have sufficient respect 
and recognition that they will cut off that board member and say, 
“Kindly take that thing offline. We want to talk to you.” 

One of the things that an external board does is monitor the per- 
formance of its individual associated board members, and if you 
have people of experience and clout who have served on boards like 
that, they are a self-correction device for any other board member 
who might by accident be going off on an inappropriate tangent. 

If for some reason the board members did not recognize it quick- 
ly, it is certainly the chief executive officer’s prerogative to call to 
the attention of the board or the chairman of the board that this 
particular item is better handled in some different way. It can be 
done. Congressman. 

Mr. Coyne. So the potential intervention exists? 

Mr. Weston. Well, if it arose, I would think all of the following 
would be remedially operative. Within the context of the 7-member 
board, including the Secretary of the Treasury, there would be at 
least somebody who would say that particular proposal is off limits. 
If for some reason the board did not self-correct, the President, 
under our proposal, would literally have the power to fire that par- 
ticular board member. 

So I think the checks and balances are such that if there by acci- 
dent arose an inappropriate initial direction, it would not survive 
the scrutiny of the fellow board members, the Secretary of the 
Treasury, the chairman of the board, and the President who would 
have the right to fire such inappropriate board member. 

Mr. Coyne. Thank you. 

Chairman Johnson. Mr. Weston, I have had a chance to review 
your testimony, and I appreciate your speaking to so many of the 
issues that have been discussed here today, but on the issue of con- 
tinuity, which I think is one of the most important, do you think 
we can get people to serve 5 years on something that takes this 
much attention? 

Mr. Weston. I have served on one board of a very large company 
that pays me somewhere between $30,000 to $40,000 a year. I have 
served on that board for 12 years. I think my inputs to the board 
far exceeds my income, if you want to measure it monetarily. 

I think, although I have never done the arithmetic, on every 
board I am on, the average longevity of the incumbent board mem- 
bers is greater than 5 years. Some may have 2 years. Some may 
have 9, and I think the idea of serving something outside of your 
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own private company is not strange music to senior chairmen and 
senior chief executive officers in the private sector. They do not do 
it for money because $30,000 to $40,000 a year, although to some 
people it is significant, is not the driving force in getting board 
members on large entities. 

Chairman JOHNSON. Honestly, knowing this sort of environment 
in which public issues are discussed at this time in our country, do 
you think that we could get the caliber of people we need willing 
to go through the Senate confirmation process? 

Mr. Weston. Well, I do not know about the Senate confirmation 
process, but I 

Chairman Johnson. Well, they could, at the worst, be subject to 
rather ugly conflict-of-interest questions. 

Mr. Weston. Well, my comment would be more general in this 
proposed board. I think in many important areas of the public sec- 
tor, very good private-sector people are discouraged from participat- 
ing because of the hearing process, but that is not an observation 
particularized to our recommendation. I think it makes all aspects 
of public service somewhat handicapped. 

Chairman Johnson. I agree with you on that. I also think the 
issue of continuity in the kind of board the Treasury is proposing 
is a very, very big issue, but I wanted to at least get your opinion. 

Mr. Weston. If I could add a comment. Madam Chairwoman, to 
what you just said. Aside from the private boards that I have al- 
ready discussed that I serve on, I am involved in several very well- 
known pro bono nationwide boards. The board members on those 
boards, such as the Committee for Economic Development, CED, — 
the board members are generally chief executive officers and chair- 
men of wherever they come from. They get paid zero at CED and 
other organizations that I serve in the pro bono sector. They do it 
for the betterment of our society. They do it to return to society, 
thank you for our good luck, and I do not think that the fact that 
the pay is not high or other things really determines how many 
senior executives would react. 

I can think, although this is the wrong place, of at least a half- 
a-dozen people who are equal or better than I am in qualifications 
for this kind of a board who I believe, if invited, would serve. 

Chairman Johnson. Thank you. 

This is not a question, but I do want to put on the record a part 
of your testimony that you skipped over in deference to the time. 

You mentioned that there are seven different committees that in- 
terrogate and “guide” the IRS, and one of the things that this re- 
port does do is to recommend that we improve the quality of over- 
sight in the legislative branch of the IRS and eliminate some of the 
duplication and tensions and contradictory guidance that we give 
the IRS. I think that is a very important part of this report that 
this body is all too likely to ignore, and I intend to go into that at 
greater length in future hearings, and I hope that we will succeed 
in a way that will please you in that regard. 

Mr. Cardin has joined us, and I am pleased to have him. He had 
a very important meeting this morning down at the White House 
and was unable to be here earlier. 

Would you like to question at this time? Mr. Weston has a plane 
to get. 
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Mr. Cardin. Thank you, Madam Chairman. I appreciate the 
courtesy of being included. I have no questions for Mr. Weston. I 
look forward to the other witnesses’ testimonies. 

Chairman Johnson. I thank you, Mr. Weston, for your being 
with us this morning. We will move on now to the rest of the panel. 

Mr. Weston. Thank you. Madam Chairwoman. 

Chairman JOHNSON. Mr. Goldberg, it is a pleasure to have you, 
friend. You have brought a lot of experience to this Commission, 
and we look forward to hearing your comments. 

STATEMENT OF HON. FRED T. GOLDBERG, JR., COMMIS- 
SIONER, NATIONAL COMMISSION ON RESTRUCTURING T H E 

INTERNAL REVENUE SERVICE; PARTNER, SKADDEN, ARPS, 

SLATE, MEAGHER & FLOM; AND FORMER COMMISSIONER OF 

THE INTERNAL REVENUE SERVICE 

Mr. Goldberg. Thank you. Madam Chair. 

I served as IRS Chief Counsel from 1984 to 1986 under President 
Reagan. I served as IRS Commissioner from 1989 to 1991 and as 
Assistant Secretary for Tax Policy during 1992 under President 
Bush. I was appointed to the Restructuring Commission by Senate 
Minority Leader, Tom Daschle. I am appearing today as a member 
of the Commission and not on behalf of any client interest. 

In light of the time constraints and my own view that the Com- 
mission’s report pretty much speaks for itself, I would just like to 
comment briefly on a couple of matters that I would urge the Sub- 
committee to keep in mind as it goes through these deliberations. 
Before turning to those points, however, I would like to thank Con- 
gressman Portman and Senator Kerrey for their work in Chairing 
the Commission. I think they did an extraordinary job. I think that 
Congressman Coyne, Senator Grassley, and those of you who serve 
on these elected positions and have many pulls on your time, I 
found it, as a citizen, a very encouraging experience because I 
think there is a shared bipartisan commitment to making this 
thing work better, and I would like to express my gratitude to each 
of you. 

I think the first point that I would like to make is that in consid- 
ering the recommendations, as you go forward, it is critically im- 
portant to keep in mind the criteria for the decisions you are about 
to make, regardless of the problems we were looking at, regardless 
of whether we were talking about computers or tax gap or tele- 
phone service. Every issue we examined, we came back to the same 
conclusions, and I believe, based on Secretary Summers testimony 
this morning, they have reached the same conclusion. 

Wherever we look, whatever issue we are looking at, what is 
missing is an explicit agreement on what the administration and 
Congress want from the IRS, and what is missing is the expertise, 
accountability, and continuity to deliver on those expectations. So 
that, whatever recommendations you move forward with, I urge 
you to test them against those standards. 

When you apply those standards, I believe that the case for the 
Commission’s recommendations regarding management, govern- 
ance, and oversight is overwhelming. A commissioner for a 5-year 
term, giving that commissioner the authority and the tools to build 
his or her own team, and to hold his or her colleagues accountable 
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for performance, a Board of Governors fully accountable to the 
President of the United States with the expertise and continuity to 
focus on strategic and long-term objectives, and the ability to hold 
the commissioner accountable for performance, coordinated con- 
gressional oversight among the seven Committees responsible for 
all aspects of the IRS, stable financing over a 3-year period, these 
recommendations comprise an integrated package. 

Each of these elements is essential to provide for a clear state- 
ment of vision, for the expertise, the accountability, and the con- 
tinuity necessary to give the American people what they have every 
right to demand and expect from the IRS. 

With respect to how you think about the IRS, the Commission’s 
report contains two recommendations that have not received a 
great deal of attention, but I believe are of critical importance. 

First, the IRS should not, should never contact a taxpayer unless 
the IRS is prepared to provide that taxpayer with a prompt, high- 
quality resolution of the matter in question. 

Second, the government should not, should never force a citizen 
to deal with an Internal Revenue Service employee who is not 
trained to do the job and who does not have the tools to do the job 
properly. 

These may sound obvious. This is business necessity and, I be- 
lieve, a moral imperative in our system of government, but it is not 
happening. It has not happened for many years. If you were to ac- 
cept this view of how the IRS is to work, it would transform the 
agency. 

Most of the controversy has focused on the Commission report’s 
recommendation, creation of a Board of Governors. Several points. 
First, I urge you to bear in mind that it is part of a comprehensive 
package. Having served as Commissioner and having served in the 
Treasury, I can certainly understand the Treasury’s discomfort 
with this particular recommendation, but I am absolutely certain 
that that discomfort is well worth enduring for the sake of the 
other reforms being recommended. In my view, it is not even a 
close question. 

With respect to the concerns that have been raised by Treasury, 
it is critically important to be clear on what the Commission is and 
is not recommending. 

First, the President of the United States remains ultimately and 
unambiguously accountable for tax administration. The President 
appoints the board members, and the President has the unfettered 
power to remove those board members. Those board members are 
confirmed by the Senate of the United States. 

Second, by statute, the board would have no involvement in, 
much less authority over, tax policy matters, tax law enforcement, 
procurement decisions, or day-to-day administration of the tax 
laws. These responsibilities are and these responsibilities should 
remain vested in the Secretary of the Treasury, the Commissioner 
of Internal Revenue and others to whom authorities have been ap- 
propriately delegated. Nothing would change in this regard. 

Third, and this is a point that Josh made far more eloquently 
and based on far more experience than I have personally, but the 
function of the board is to provide overall governance and to help 
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hold the commissioner accountable for delivering strategic and 
long-term objectives. 

In my judgment, one of the primary areas of expertise that this 
board would bring to bear is the ability to distinguish between 
strategic objectives, long-term objectives, overall accountability, 
and the day-to-day management of affairs of the enterprise. In my 
judgment and in my experience, the ability to distinguish between 
those two types of activity is sorely lacking in the Federal Govern- 
ment. 

Though well aware there is no perfect answer to these issues, 
what is important is to keep in mind that we are trying to achieve 
a balance. We have to make choices between competing good and 
laudable objectives, and I think that the Treasury’s recommenda- 
tions, management board are instructive in this process. 

Yes, the recommendation avoids an issue that is of concern to the 
Treasury Department, but ask yourself about the criteria against 
which the recommendation should be attested. Does that 20-person 
board do anything to provide the kind of expertise that is required, 
including the expertise to distinguish between oversight and day- 
to-day management? I do not think so. 

Does that board bring to bear an ability to impose accountability? 
I do not think so. 

Does that 20-person board provide for the continuity that is es- 
sential to make the IRS work? Whether you are talking computers 
or training or customer service or access or improved enforcement 
and compliance, making a 100,000-person organization get the job 
done, buy into the kind of change that has to happen is a process 
that requires years of energy and focus and attention. Will you get 
that kind of energy focus and attention out of that 20-person 
board? In my judgment, the answer is no. 

What you are likely to get is more micromanagement, more diffu- 
sion of attention, and while I believe utterly unintended, absolutely 
unintended by the administration, if you step back and you say we 
are talking 20 political appointees and giving them monthly contact 
and monthly responsibility over the activities of the IRS, with no 
apparent restrictions on access to tax return information, no appar- 
ent restriction on access to specific case matters, none of the safe- 
guards that were built into our recommendations, I believe that 
you are courting disaster. 

Thank you very much. 

[The prepared statement follows:] 

Statement of Hon. Fred T. Goldberg, Jr., Commissioner, National Commis- 
sion on Restructuring the Internal Revenue Service; Partner, Skadden, 

Arps, Slate, Meagher & Flom; and Former Commissioner of the Internal 

Revenue Service 

Madam Chair and Members of the Committee: My name is Fred Goldberg. 1 
served as IRS Chief Counsel from 1984-1986, as IRS Commissioner from 1989- 
1991, and as Assistant Secretary of the Treasury for Tax Policy during 1992. I was 
appointed to the IRS Restructuring Commission by Senate Minority Leader Tom 
Daschle. 1 am appearing today as a Member of the Commission and not on behalf 
of any client interest. 

For the most part, 1 believe the Commission’s Report speaks for itself, and 1 will 
limit my comments to several observations that 1 urge you to keep in mind as you 
review our recommendations. 
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The Context 

The IRS is the one institution of government that directly affects everyone. It is 
essential that it meet the demands and expectations of the American public. It does 
a very difficult and important job; that job is made close-to-impossible by a com- 
plicated and unworkable Internal Revenue Code. Most IRS employees are hard- 
working and well-meaning, and the IRS still collects most of the revenue that is due 
and owing at a lower cost than its counterparts around the world. 

At the same time, however, there is widespread frustration that something is ter- 
ribly wrong — from phones that aren’t answered and audits that go on forever to cor- 
respondence that is often incomprehensible; from employees who lack the training 
and tools to do the job to employees that view all citizen-taxpayers as crooks and 
cheats; from a large and growing tax gap to legendary computer troubles. Above all, 
there is one, incontrovertible fact: the IRS fails to meet the minimum acceptable 
standards that citizens have come to expect and demand from service companies in 
the private sector. This failure does not mean that the IRS is doing “worse” — it 
means that the IRS has not kept pace with changes that are transforming the pri- 
vate sector. 


The Causes and Criteria for Change 

By and large, the problems result from two causes. First is the complexity of the 
tax law. This issue was beyond the scope of the Commission’s charge, but it is im- 
portant to emphasize our finding that simplification of the tax law is essential. 

Second is the need for fundamental change in the management, governance and 
oversight of the IRS. Regardless of the “problem” under review, the same themes 
kept recurring. What’s missing is agreement on what the Administration and Con- 
gress want from the IRS — and the expertise, accountability, and continuity to de- 
liver on those expectations. 

This is the most important point to bear in mind. All of our recommendations 
were focused on these criteria: what do we want from the IRS, and how can we pro- 
vide for the expertise, accountability and continuity to get the job done? I urge you 
to test our recommendations — and consider alternatives — against these standards. 

The Commission’s Recommendations 

When viewed in this light, I believe that the case for the Commission’s rec- 
ommendations in the areas of management, governance and oversight is overwhelm- 
ing: 

• Appoint the Commissioner for a five-year term 

• Give the Commissioner authority and tools to build his or her own senior man- 
agement team, and hold those individuals accountable for performance 

• A Board of Governors — fully accountable to the President of the United States — 
with the expertise and continuity to focus on strategic, long-term objectives, and 
hold the Commissioner accountable for performance 

• Coordinated Congressional oversight among those responsible for all aspects of 
the IRS, with a specific focus on strategic and long-term issues 

• Stable financing over a three year period and explicit Congressional authority 
to provide additional IRS funding outside the budget caps, subject to the express 
understanding that the IRS will use that three year period to get its house in order, 
develop appropriate performance measures and obtain “clean” financial audits. 

These recommendations comprise an integrated package. Each of these elements 
is essential to provide the requisite expertise, accountability and continuity; no sin- 
gle recommendation standing alone would be sufficient. 

With respect to the question of vision — what’s expected of the IRS — the Commis- 
sion believes that this is ultimately a matter for the Administration and Congress 
to decide, on behalf of the American people. A primary purpose of the reforms we 
are recommending is to create a structure that will force agreement on this all-im- 
portant issue. 

Nonetheless, most Commission members share the vision laid out by Senator 
Kerrey in his statement earlier today. There are many ways to describe this consen- 
sus — for example, customer service comparable to the best that is available from the 
private sector. What needs emphasizing is that this choice has consequences. For 
example, we recommend that the IRS adopt two fundamental principles in its deal- 
ings with the American public: 

• The IRS should not contact a taxpayer unless the IRS is prepared to devote the 
resources necessary to provide the teixpayer with a prompt, high quality resolution 
of the matter in question. 
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• The IRS should not force the taxpayer to deal with an IRS employee unless that 
employee is adequately trained and has the tools to do the job properly. These 
standards are a business necessity and a moral imperative in our system of govern- 
ment. They may sound obvious, but make no mistake about it: at present, and for 
all too many years, the IRS has failed to live up to these standards. I can tell you 
from personal experience, if the IRS did adhere to these standards, it would trans- 
form tcix administration. 

The reasons for this failure go to the essence of our recommendations: First, there 
has been no explicit acceptance — by either Congress or the Executive Branch — that 
these standards embody first principles of tax administration. Second, management, 
governance and oversight of the IRS does not provide the expertise, accountability 
and continuity that would be necessary to meet these standards. 

To prove tbe point, ask yourselves the following questions: What if adhering to 
these standards meant lower audit coverage and a short-term reduction in revenue? 
What if adhering to these standards meant increased funding for the IRS? What 
measures are in place to assess whether the IRS is meeting these standards? How 
do the Administration’s budget request and Congressional appropriations align 
themselves with these standards? How many Congressional oversight hearings have 
focused on these standards? Who’s accountable for meeting these standards? 

The Board of Governors 

Most of the controversy surrounding the Commission’s Report has focused on the 
recommendation for a Board of Governors. As a preliminary matter, it is important 
to reemphasize that this is only one in a series of integrated recommendations to 
provide expertise, accountability and continuity. Having served as IRS Commis- 
sioner and as Treasury Assistant Secretary, I can understand why this particular 
proposal makes the Treasury Department uneasy. But I am absolutely certain that 
any discomfort would be well worth enduring for the sake of the other reforms being 
recommended by the Commission. In my view, it’s not even a close question. 

With respect to the concerns that have been voiced by Treasury, it is important 
to be quite clear on what the Commission is — and is not — recommending. ^ First, the 
President remains ultimately and unambiguously accountable for teix administra- 
tion. The President would appoint Board members, and could remove those mem- 
bers at will. Second, by statute, the Board would have no involvement in (much less, 
authority over) tax policy matters, tax law enforcement, procurement decisions, and 
day-to-day administration of the tax laws. These responsibilities are — and would re- 
main — vested in the Secretary of the Treasury, the IRS Commissioner or others to 
whom appropriate authority has been delegated. Thus, nothing would change in this 
regard. Third, the function of the Board is to provide overall governance, and hold 
the Commissioner accountable for delivering strategic and long-term objectives. One 
of the primary areas of expertise that Board Members from the private sector would 
bring to their job is the ability to distinguish between legitimate governance and 
oversight activities and the type of micromanagement that plagues much of govern- 
ment. 

The Commission was well aware that there is no perfect answer to this (or any 
other) issue we considered. It requires a balance among competing concerns and ob- 
jectives. What’s important to keep in mind is what we are trying to accomplish: pro- 
vide IRS with the expertise, accountability and continuity — ^while avoiding the pit- 
falls that accompany any change. 

The IRS management board that was created by the Administration last month 
illustrates this point. The Executive Order creates a 20 person group led by political 
appointees from throughout Treasury, other Federal agencies, and the Office of the 
Vice President. This board will assume some significant (but ill-defined) responsibil- 
ity for management and oversight of the IRS. This approach may avoid some issues, 
but it raises others. In particular, this approach may fail to satisfy the three criteria 
that should be used to evaluate any reform proposal. First, there is no reason to 
believe that this group will bring to bear the kinds of expertise that the IRS re- 
quires. Second, it may diffuse, not focus accountability. Finally, constant turnover 
in the positions identified by the Executive Order may engender more confusion 
than continuity. On the downside, there is nothing in the Executive Order that pre- 
cludes the management board from involving itself in tax policy, law enforcement, 
procurement decisions, and day-to-day management of the IRS. To the contrary, the 


lit is worth noting that other, highly regarded tax administration systems go much further 
than the Commission’s recommendations. For example, the California tax system is adminis- 
tered by independent agencies governed by elected officials. Revenue Canada, which is under- 
going its own restructuring, is independent of the Ministry of Finance. 
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net result may be less focus on priorities and more micromanagement. It also ap- 
pears that these individuals (most of whom are political appointees, including two 
from the Office of the Vice President) would have access to tax return information. 
While this may not have heen intended, it is a frightening thought, at least for those 
who recall why Section 6103 was enacted in the first place. 

Conclusion 

I have spent most of my professional life dealing with taxes and tax administra- 
tion; I consider myself extremely fortunate to have served in a number of senior gov- 
ernment positions in the world of taxes. Based on my experience, I am certain of 
the following: 

Fundamental change in IRS management, governance and oversight is essential. 

That change must result in a shared vision of what we want from the IRS, and 
the expertise, accountability and continuity to deliver that vision. 

You and your colleagues, and the Administration, have a unique opportunity — one 
that doesn’t come along very often. A well-functioning IRS is not a partisan issue, 
or a turf issue, or a question of hidden agendas. The IRS occupies a unique role 
in our system of government. It is essential that it meet the legitimate demands 
and expectations of the American people. 


Chairman Johnson. Thank you, Mr. Goldberg. 

Mr. Tobias, thank you for your service on this Commission, and 
it is a pleasure to have you as the president of the National Treas- 
ury Employees Union. 

STATEMENT OF ROBERT M. TOBIAS, COMMISSIONER, NA- 
TIONAL COMMISSION ON RESTRUCTURING THE INTERNAL 

REVENUE SERVICE; AND NATIONAL PRESIDENT, NATIONAL 

TREASURY EMPLOYEES UNION 

Mr. Tobias. Thank you very much. I am very pleased to be here 
as the president of NTEU and a member of the Commission to Re- 
structure the IRS. I am extremely proud to have served as a mem- 
ber of that Commission. 

We all know, everyone in this room knows, that the IRS is an 
important government agency because it raises 95 percent of the 
revenue funding for the Federal Government, and we know it is 
important because it touches the lives of every citizen who must 
decide every year, do I owe the government money. 

The IRS is in the mind of every citizen every year. The IRS, how- 
ever, has, in my view, lost a lot of its credibility with the public, 
the press, and Congress, and the Commission report provides a 
blueprint for restoring that credibility and that trust. 

The report accurately portrays IRS employees as competent, hard 
working, and motivated individuals who want to deliver a high- 
quality product to the American taxpayers. It underscores the need 
for stable and steady funding levels, improved and expanded train- 
ing programs, continuity of leadership and direction, and it recog- 
nizes the importance of the agency’s employees having an active 
voice in operations beyond that available now. 

It suggests personnel flexibilities, a redesigned salary, incentive 
program to reward employees for meeting objectives and providing 
quality service. It provides the basis for a truce, a much needed 
cease fire in the hostility against the IRS and its employees. 

Now, 85 percent of the IRS employees interviewed by the Com- 
mission requested that Congress stop bashing the IRS. They right- 
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ly stated that broadsiding the institution for difficulties and con- 
troversies surrounding Federal tax policies makes their job much, 
much more difficult, and the Commission wholeheartedly agreed 
with that assessment. 

The guiding principle of the Commission’s report was that IRS 
customer service and taxpayer satisfaction must be the primary 
strategy to fulfill the IRS mission, and I totally concur with that. 

The available research cited in my full statement confirms what 
we believe intuitively. The quality of service delivery lies in the en- 
vironment created by the organization of the service deliverer; that 
the atmosphere that surrounds service delivery is the key to serv- 
ice quality. Critical policies include the organization demonstrating 
concern for the customer by soliciting and using customer feedback, 
and providing staffing and training programs that emphasize serv- 
ice quality. 

Equally important is a demonstrated concern for the employees — 
Considerate supervision, training, career development, being proud 
of the organization and what it stands for, and facilitating, not in- 
hibiting, work effectiveness. 

Their report that I cite in my full testimony continues, “When 
these two sets of conditions exist, employees are surrounded by 
cues and clues that service quality is not only appropriate, but ex- 
pected. The very conditions of the work and workplace breed an at- 
mosphere in which the delivery of superior service quality is the 
norm, and the situation promotes the message that service quality 
is valued. This belief on the part of employees is based on the con- 
ditions management creates in the workplace. The belief is not 
based on what management says it believes in.” 

The study continues, “When employees report that such a cli- 
mate for service quality exists, customers report they receive supe- 
rior service quality. In short, employees know when they deliver ef- 
fective customer service, and if asked, they will tell the employer. 
Further, the greater the discrepancy between the customer service 
employees actually provide and the amount of services customers 
demand, the greater the employee emotional stress in the work- 
place. Employees know what customers want, and when they are 
not allowed to provide the service, employees’ stress levels sky- 
rocket.” 

An internal IRS research document shows that decreased em- 
ployee satisfaction results in decreased employee productivity and 
higher employee satisfaction leads to higher employee productivity. 
The direct correlation between employee job satisfaction and satis- 
fied customers cannot be ignored. 

In addition to the correction in strategic direction, the Commis- 
sion and NTEU both believe that taxpayers should deal only with 
IRS employees who are adequately trained. Training is key to cus- 
tomer satisfaction. Training must include not only substantive in- 
formation, but also the cues and the clues that service quality is 
expected. 

The IRS has been in a period of great uncertainty regarding 
funding, making it impossible to allot resources in a coherent man- 
ner, never mind establish a stable and directed training program 
that would provide employees with the skills and tools to best per- 
form their jobs. 
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Changing strategic direction requires stability and funding, the 
ability to plan expenditures over a period of time, coupled with sta- 
ble leadership, leadership that has a vision and the time to imple- 
ment a vision. Neither of these factors are present in the IRS 
today, but both need to be present in the IRS of the future. 

The key to long-term planning at the IRS, to improve customer 
service, to improve taxpayer and employee satisfaction, to gain con- 
tinuity and stability in management at the very highest levels of 
the agency depends on commitments being made on at least two 
important fronts: First, consensus among public leaders and elected 
officials on the direction the agency should pursue; and second, 
adequate, stable funding levels to allow the agency to move forward 
and continue to make progress. I think the Commission report ad- 
dresses these areas quite clearly and quite persuasively. 

I would be happy to answer any questions. Thank you very 
much. 

[The prepared statement follows:] 

Statement of Robert M. Tobias, Commissioner, National Commission on 

Restrueturing tbe Internal Revenue Service; and National President, 

National Treasury Employees Union 

Madam Chairwoman, Members of the Subcommittee, thank you very much for 
this opportunity to appear before you today to discuss the Report of the National 
Commission on Restructuring the Internal Revenue Service (IRS). As the National 
President of the National Treasury Employees Union (NTEU), the exclusive rep- 
resentative of IRS employees, I was proud to serve on this panel for more than a 
year studying IRS operations. I look forward to participating in the ensuing discus- 
sions that I hope will lead to a better understood, better valued and more appro- 
priately funded IRS. 

The Internal Revenue Service interacts with more citizens than any other govern- 
ment agency or private sector business. Twice as many people pay teixes as vote. 
No one fact better underscores the importance of restoring both credibility and sta- 
bility to the IRS. 

The Commission Report provides an avenue for restoring the IRS’ credibility — 
with Congress, with the press, with the public and perhaps most importantly, with 
the majority of Americans who comply with our Nation’s tax laws. The Report accu- 
rately portrays IRS employees as competent, hardworking and motivated individ- 
uals who want to deliver a high quality product to the American taxpayer. It under- 
scores the need for stable and steady funding levels, improved and expanded train- 
ing programs, continuity of leadership and direction, and it recognizes the impor- 
tance of the agency’s employees having an active voice in operations beyond that 
available now. It suggests personnel flexibilities and redesigned salary and incentive 
programs to reward employees for meeting objectives and providing quality service. 
It provides the basis for a truce, a much needed cease-fire in the hostility against 
the IRS — and its employees. 

Eighty-five percent of the IRS employees interviewed by the Commission re- 
quested that Congress stop bashing the IRS. They rightly stated that broadsiding 
the institution for difficulties and controversies surrounding federal tax policy 
makes their jobs more difficult. The Commission wholeheartedly agreed with that 
assessment. 

IRS bashing by public figures and some Members of Congress is unfortunately 
well documented. Quotes such as we should kill the IRS, “drive a stake through its 
heart, bury it and hope it never rises again,” or “we should blow it up,” or the IRS 
building should be sold “so the roaches can’t come back in” are irresponsible at best 
and dangerous at worst. 

These comments quite literally endanger the lives of the men and women of the 
IRS whose job it is to enforce the laws Congress creates and collect the accurate 
amount of teixes owed. Attacks on IRS Revenue Officers attempting to perform their 
duties are well documented. Carole Jones and Stephen Colder, IRS Revenue Officers 
from Wilmington, Delaware were forced to flee from an attempt to seize property 
when the taxpayer’s daughter threatened that she was going to blow their (exple- 
tive) heads off. She retreated to the house and returned pointing a gun at the offi- 
cers, forcing the two to abandon their efforts. 
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Sherman Stanley, a Twin Falls, Idaho Revenue Officer, was threatened by a dem- 
olition expert during the seizure of heavy construction equipment for taxes owed. 
This particular taxpayer filed liens against the IRS employee’s personal property 
and threatened to blow up his home. Mr. Stanley and his family were forced from 
their home until police were able to determine the seriousness of the threat. The 
taxpayer and his wife were later convicted and sentenced to prison. They will be 
released soon. 

Wanlyn Burnet, a Revenue Officer from Missoula, Montana was the victim of a 
drive by shooting last summer. He was also intentionally run off the road last Sep- 
tember. Mr. Burnet believes teix protestors were behind both these incidents. In May 
of 1995, the IRS Office in Denver issued an internal memorandum warning that 10 
Montana individuals associated with the United Apostolic Brethren, a group with 
armed militia links that believes it has sovereign immunity from federal income teix 
law, had sworn an oath to kill any IRS agent who attempted to arrest them. 

Incidents such as these occur with increasing frequency in all areas of our coun- 
try. 

The guiding principle of the Commission’s Report was that IRS customer service 
and tcixpayer satisfaction must become paramount. I concur. The IRS collects the 
taxes that run our government and increased compliance with tax laws will only 
occur when Americans find the IRS to be fair and efficient. 

But, the employees charged with carrying out the IRS’ mission must stop receiv- 
ing conflicting messages from Congress, from the press, and from the public that 
seem to indicate that the services they perform have no merit and serve only to har- 
ass the taxpaying public. 

A recent study of service quality by University of Maryland professor Dr. Ben- 
jamin Schneider and Dr. Beth Chung, reported in Trends In Organizational Behav- 
ior, presents an interesting perspective on the conditions that promote quality serv- 
ice. Their research has shown that the quality of service delivery lies in the situa- 
tion created by the organization for the service deliverer; that the atmosphere that 
surrounds service delivery is the key to service quality. Critical policies include the 
organization demonstrating concern for the customer by soliciting and using cus- 
tomer feedback, and providing staffing and training programs that emphasize serv- 
ice quality. Equally important, is a demonstrated concern for the employees — consid- 
erate supervision, training and career development, being proud of the organization 
and what it stands for and facilitating, not inhibiting, work effectiveness. 

Their report continues, “When these two sets of conditions exist, employees are 
surrounded by cues and clues that service quality is not only appropriate but ex- 
pected. The very conditions of the work and workplace breed an atmosphere in 
which the delivery of superior service quality is the norm; the situation promotes 
the message that service quality is valued . . . this belief on the part of employees 
is based on the conditions management creates in the workplace; the belief is not 
based on what management says it believes in.” The study continues, “when employ- 
ees report that such a climate for service quality exists, customers report they re- 
ceive superior service quality.” 

In short, employees know when they deliver effective customer service and, if 
asked, they will tell the employer. Further, the greater the distance between the 
customer service employees actually provide, and the amount of service customers 
demand, the greater the employee emotional stress in the workplace. Employees 
know what customers want, and when they are not allowed to provide the service, 
employee stress levels skyrocket. 

The direct correlation between employee job satisfaction and satisfied customers 
cannot be ignored. In addition to the correction in strategic direction, the Commis- 
sion and NTEU both believe that taxpayers should deal only with IRS employees 
who are adequately trained — training is key to customer satisfaction. Training must 
include not only substantive information, but also the “cues and clues” that service 
quality is “expected.” Yet, the IRS has been in a period of great uncertainty regard- 
ing its funding, making it impossible to allot resources in a coherent manner, 
nevermind establish a stable and directed training program that would provide em- 
ployees with the skills and tools to best perform their jobs. 

Moreover, for more than a year now, IRS employees across the country have lived 
under a cloud of potential reductions in force (RIFs). There is little question in my 
mind that employees focus less on providing the best customer service and satisfac- 
tion when they are consumed by threats of losing their jobs. 

The field reorganization RIF proposed by the IRS will result in decreased service 
to the public by consolidating offices and eliminating skilled personnel, only to re- 
hire fewer individuals to perform the same tasks in other locations. It is especially 
ironic that under the IRS proposal, skilled problem resolution office personnel are 
scheduled to be RIF’d and replaced in the new locations with employees with pre- 
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sumably no problem resolution experience. IRS personnel responsible for taxpayer 
education and electronic filing coordinators responsible for providing information 
and encouragement to taxpayers and tax preparers to file electronically are sched- 
uled to be RIF’d. Field information technology employees who maintain telephone 
and computer systems are scheduled to be RIF’d. 

All total, fewer employees will be available to answer taxpayer inquiries. IRS im- 
posed liens on taxpayer properties will not be released as timely. Interest costs to 
taxpayers will increase because their cases will not be processed as timely. Inexperi- 
enced personnel will generate incorrect bills and there will be fewer experienced 
personnel to correct the errors. In addition, this proposed RIF occurs in a context 
of an 8 percent reduction in the IRS workforce just since Fiscal Year 1995. Moreover, 
the IRS has no data and no plan to refute the logical inference that 1312 new, inex- 
perienced employees cannot provide the same level of customer service as the 2371 
current experienced employees that the IRS proposes to RIF. There is little question 
in my mind that if the IRS proceeds with this RIF, compliant taxpayers and those 
seeking to he compliant will not receive the service they need and deserve. This 
threat of further service quality erosion is significant and should not he ignored by 
this panel. 

If Congress intends to treat the recommendations of the Report of the National 
Commission on Restructuring the IRS as a serious document worthy of careful scru- 
tiny, Congress must immediately halt the proposed IRS RIF. Congress stopped it 
once already, demanding that the IRS show just how customer service could he 
maintained with fewer employees and fewer locations. The IRS has not addressed 
those concerns. Does the IRS need to reorganize? I think we all agree that the an- 
swer is yes. Does the IRS need to conduct a RIF in order to reorganize? No. In fact, 
the Commission’s findings are quite clear on this point: “Unless the agency is in a 
fiscal crisis so deep that it simply cannot afford to do so, the IRS should minimize 
reductions in force. Employees did not create the bureaucracies in which they work, 
and they should not pay the price of reinventing those bureaucracies. . . ” 

The Report demands that restoring confidence, improving customer service and 
taxpayer satisfaction are paramount. The proposed RIF will have the opposite effect. 
The Report states that two of the greatest needs at IRS are stability and continuity. 
The proposed RIF will cause the opposite to occur. The Report understands that tax 
systems modernization and increased electronic filing will not only reap financial re- 
wards, hut increase compliance as well. Yet, the IRS RIF proposal calls for eliminat- 
ing some of the very employees who provide electronic filing guidance and techno- 
logical support. 

As further evidence of the havoc the proposed RIF will cause, taxpayers inter- 
viewed hy the Commission expressed mounting frustration with the lengths to 
which they must go to obtain IRS materials and information. Many complained that 
the number of IRS offices and available hours are decreasing, that the IRS has 
closed or reduced functions in many local offices resulting in either no access or a 
long drive to the nearest IRS office. Taxpayers report that they sometimes wait four 
to six weeks for IRS forms or publications to come by mail. If there is one message 
I wish to share today, it is this. If the IRS RIF is allowed to go forward, these frus- 
trations expressed by teixpayers will increase. Confidence will not be restored. Tax- 
payer satisfaction will not improve. 

Despite its obvious shortcomings, however, the IRS has come a long way in im- 
proving its operations. The IRS and the employees who make it run perform re- 
markably well despite its faults. Some of its achievements, in fact, have been out- 
standing. 

As of March 7 of this year, the number of electronic filings by phone and computer 
had increased by 24 percent over last year. As of March 21, the IRS had received 
more than 12.1 million standard electronic returns. The IRS estimates that 19.2 mil- 
lion Americans will file electronically in 1998, almost double the number who filed 
electronically in 1996. 

Most importantly, while revenues continue to increase, IRS costs continue to fall. 
In FY 1992, the cost of collecting $100 in revenue was 60 cents. By FY 1996 that 
cost had dropped to 54 cents and for FY 1997, the cost of collecting $100 in revenue 
stood at 50 cents. The IRS has also made significant improvements in telephone ac- 
cessibility and accuracy. During the 1996 filing season, the IRS answered only 21 
percent of incoming calls. Yet, between October of 1996 and April of 1997, the IRS 
responded to 51 percent of incoming calls. As the Commission Report points out, this 
is still unacceptable compared to private sector service performance. 

However, as the Commission Report also details. Congress, the General Account- 
ing Office, the press and even the Department of the Treasury tend to focus only 
on the IRS’ failures; rarely acknowledging its successes. The IRS has been the sub- 
ject of 140 GAO Reports over the last four years. Forty-three audits of the agency 
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are currently underway. While GAO is quick to point out problems, rarely do they 
promote solutions. 

What the IRS needs more than anything is stability in its funding and consistency 
in its leadership and direction. When any agency receives mixed messages, its abil- 
ity to perform at its best is hampered. The IRS, for example, is told one day that 
its most important priority is customer service and that its customers must be treat- 
ed with the utmost in politeness. At the same time, others are stressing that the 
IRS is not collecting revenue aggressively enough. Increasingly, the IRS has been 
subject to contracting out of teix collection efforts to the private sector because of 
the belief by some in Congress that they are not being aggressive enough in collect- 
ing revenue owed to the Treasury. 

The Commission Report underscores my own view that contracting out IRS func- 
tions to the private sector is not the panacea some think. The Report states: “The 
most important question is not whether to outsource a public activity, but how to 
get the most effective and efficient performance for the taxpayers’ dollar.” The Com- 
mission also recognized that “Deciding which powers of the IRS are so sensitive that 
private industry cannot hold them...” is equally important. 

There are some functions that federal agencies should look to the private sector 
to perform. And, this applies to the IRS as well. I would include in this group, par- 
ticular types of specialized expertise, such as computer technology. However, I be- 
lieve strongly that tax collection does not belong on this list. The federal government 
should perform its own teix collection. 

Contracting out tax collection serves only to diminish the public’s confidence in 
the IRS. Private sector employees — working on commission — aren’t going to care 
whether their actions antagonize taxpayers or erode IRS credibility. Private sector 
managers are likewise unlikely to invest resources in ferreting out misdeeds against 
taxpayers with anywhere near the same vigilance as the IRS. In fact, IRS employees 
working the 1-800 service lines have reported taxpayer complaints concerning how 
they were treated by contractor employees as part of a private sector debt collection 
pilot program. Some of the reported taxpayer comments that have been shared with 
me include, “I was treated like scum,” “I was threatened and abused,” and perhaps 
most telling, “I want the IRS back, at least they treat us well.” 

There are valid reasons why federal income taxes have been collected exclusively 
by federal employees in the past and why federal income tax information remains 
so closely guarded. Privacy. There is no single issue that will more quickly erode 
the public’s confidence in the IRS than a breach of individual privacy. And IRS em- 
ployees are constantly reminded of that fact not only by the union, but by manage- 
ment and through Congress’ passage of legislation from the Taxpayer Bill of Rights 
to imposition of severe penalties for willful browsing. 

There is another highlight of the Commission Report on which I want to specifi- 
cally comment. There was virtually unanimous agreement among those who testi- 
fied before the Commission that the teix code is overly complex and must be sim- 
plified. The Commission discovered as well that there is a clear connection between 
the complexity of the IRS Code and the difficulty of tax law administration and tax- 
payer frustration. The frequency with which the Legislative and Executive branches 
change teix law only compounds the problem. Each tax law change requires the IRS 
to reprogram computers, retrain employees and update forms, publications and 
guidance. Yet, funding restrictions rarely provide the funding necessary to accom- 
plish these goals. The temptation is then to blame IRS employees for the complexity 
of the law, when in fact they are only the messengers of that law. 

Recognizing this, the Commission recommends a mechanism to ensure that elect- 
ed officials understand how proposed tax legislation will impact the IRS and tax- 
payers. The Commission recommends the development of a framework to provide 
Congress with a better understanding of the impact of teix proposals on taxpayers, 
the IRS and IRS resources before they are implemented. This approach is long over- 
due. Constant incremental changes to the tax law have a significant negative effect 
on tcixpayers’ understanding of the law and the IRS’ ability to enforce that law. 

The complexity of the teix law is an area many have used to further individual 
tax policy goals. While I continue to believe that tax policy should always be decided 
on the merits of a particular proposal, I want to stress the importance of providing 
the IRS with the resources necessary to insure that the training and implementa- 
tion procedures necessary to enforce tax code changes are provided to them. 

In conclusion, NTEU takes great pride in its cooperative relationship with the IRS 
which dates back to 1987. Today, our partnership efforts are being tested by unprec- 
edented budget cuts, furloughs, proposed reductions in force and increased contract- 
ing out of IRS work to the private sector. Nonetheless, NTEU remains committed 
to this partnership and committed to working with tbis Congress to bring about 
positive changes at the IRS. 
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The key to long-term planning at the IRS, to improved customer service, to tax- 
payer and employee satisfaction, to continuity and stability in management at the 
very highest levels of the agency depends on commitments being made on at least 
two important fronts: First, consensus among public leaders and elected officials on 
the direction the agency should pursue and second, adequate, stable funding levels 
to allow the agency to move forward and continue to make progress. 

I would be happy to answer any questions. Thank You. 


Chairman Johnson. Thank you, Mr. Tobias. 

Mr. Larry Irving, Assistant Secretary for Communications and 
Information from the U.S. Department of Commerce. 

Let me say to the Subcommittee Members, we are going to hear 
Mr. Irving. After that, we will break and come back for the other 
two. I am anxious for the Members of the Subcommittee to have 
a chance to actually hear the testimony, and while that may cut 
into the amount of time Members have to stay and ask questions, 
I think it is important to hear from you in your words. 

Mr. Irving. 

STATEMENT OF HON. LARRY IRVING, COMMISSIONER, 

NATIONAL COMMISSION ON RESTRUCTURING THE 

INTERNAL REVENUE SERVICE; ASSISTANT SECRETARY OF 

COMMERCE FOR COMMUNICATIONS AND INFORMATION; 

AND ADMINISTRATOR, NATIONAL TELECOMMUNICATIONS 

AND INFORMATION ADMINISTRATION, U.S. DEPARTMENT 

OF COMMERCE 

Mr. Irving. Thank you. Madam Chair. 

It is a pleasure to be here today to testify concerning the rec- 
ommendations of the National Commission on Restructuring the 
IRS. It was an honor and a privilege to serve as a member of the 
Commission, and I want to commend all of my colleagues, in par- 
ticular, Congressman Coyne, Senator Grassley, and our Chairman, 
Senator Kerrey, and Congressman Portman. They did outstanding 
work, and I believe that we have made an outstanding report. 

Madam Chair, I do agree with the vast majority of the rec- 
ommendations in the report, and I feel particularly strongly about 
the recommendations regarding electronic filing and modernization, 
and consequently, it was with deep regret that I was not able to 
join with a majority of the Commission in endorsing the final Com- 
mission report because of my strong opposition to the recommenda- 
tions on governance. 

The IRS is incredibly important to every person in this Nation. 
It collects 95 percent of the revenue, and I think the recommenda- 
tions taken as a whole by this Commission will strengthen the IRS 
by increasing the agency’s focus on customer service, but ensuring 
taxpayer compliance, by increasing the agency’s effectiveness and 
efficiency, and the report’s emphasis on tax implication, taxpayer 
rights, and financial management will be an important contribu- 
tion to this Nation. 

The recommendations on modernization are essential to the abil- 
ity of the IRS to move effectively into the next century, the century 
date change issues, the integration of technology with strategic ob- 
jectives, an increasing intellectual capital resource available to the 
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IRS, strengthen the IRS so that it can respond quickly and accu- 
rately to taxpayer needs. 

The Commission’s report appropriately emphasizes the impor- 
tance of electronic filing. Electronic filing will facilitate IRS compli- 
ance efforts. It will allow the IRS to receive information in tax re- 
turns and match data within the same calendar year. Electronic fil- 
ing will improve the speed of processing returns. It will reduce er- 
rors on the part of the taxpayer. It will be cheaper to process than 
paper filing. 

In sum, electronic filing holds a great potential to increased cost 
savings and compliance with only a small investment by the IRS, 
but as was noted repeatedly today and repeatedly during the Com- 
mission’s deliberations, the fundamental issue at the heart of the 
Commission’s report is governance, and I simply cannot and do not 
support the majority’s recommendations on this issue. 

I do not believe that the governance of the IRS should reside in 
an outside board of directors composed principally of part-time, pri- 
vate-sector executive officers who would keep their private-sector 
jobs and salaries, and I also do not agree that the board should not 
have the level of direct accountability that the Treasury Secretary 
presently has to an elected President. 

The report hands the board’s responsibilities and characteristics 
that I believe blur the lines of accountability to the IRS. The board 
would appoint and compensate senior executives at the IRS, includ- 
ing the Commissioner and the Chief Counsel. The board would be 
“independent,” and the board would review and approve the com- 
missioner’s recommendations regarding the budget. 

Any entity that has the ability to hire and fire, to make hiring 
and firing decisions, to look at a budget, I believe, has a significant 
effect, and we will have some problems with regard to issues such 
as law enforcement and policy direction. 

I do not believe that law enforcement and the tax policy of this 
Nation should rest with an outside board. I do believe it should 
rest with people directly accountable to the President. 

The board, according to the report, would be responsible for the 
oversight of the IRS and not be involved in law enforcement of tax 
policy or day-to-day management, but I run a Federal agency every 
day, and I do not know how a board can do its job the way it is 
outlined in this report and not get involved in those crucial issues. 

I see that my time has expired, and I want to conclude by restat- 
ing my strong support for the vast majority of the recommenda- 
tions put forward in the Commission’s report. I cannot, however. 
Madam Chair, endorse the recommendation where the agency that 
collects 95 percent of the revenue that funds our government will 
be subject to the control of a part-time board composed principally 
of members from the private sector. 

I thank you for your time this afternoon. 

[The prepared statement follows:] 
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Statement of Hon. Larry Irving, Commissioner, National Commission on 

Restructuring the Internal Revenue Service; Assistant Secretary of Com- 
merce for Communications and Information; and Administrator, National 

Telecommunications and Information Administration, U.S. Department of 

Commerce 

It is a pleasure to be here today to talk with you about my views on the rec- 
ommendations of the National Commission on Restructuring the IRS. My name is 
Larry Irving and I am the Assistant Secretary of Commerce for Communications 
and Information and the Administrator of the National Telecommunications and In- 
formation Administration (NTIA) at the Department of Commerce. 

It was an honor and a privilege to serve as a member of the Commission. Senator 
Kerrey and Congressman Portman deserve to be commended for their hard work 
over the past year. Their hard work and dedication to the process served as exam- 
ples to all of us on the Commission. I also would like to thank my fellow Commis- 
sioners from whom I learned much in the process. Under the distinguished leader- 
ship of Chairmen Kerrey and Portman, the members of the Commission have 
worked hard to understand the complex problems facing the IRS. 

I agree with the vast majority of the recommendations in the report, and feel par- 
ticularly strongly about many of the recommendations regarding electronic filing 
and modernization. Consequently, it was with deep regret that I was not able to join 
with the Commission’s majority in endorsing the Final Commission Report because 
of my strong opposition to the recommendations on governance. 

We all realize how important the IRS is to this nation. The agency collects 95 per- 
cent of the revenue of our government. Most of the Commission’s recommendations, 
taken as a whole, will strengthen the IRS by increasing the agency’s focus on cus- 
tomer service, ensuring teixpayer compliance and increasing effectiveness and effi- 
ciency. The report’s emphasis on tax simplification, taxpayer rights and financial 
management also are important sections. 

The recommendations on modernization are essential to the ability of the IRS to 
move effectively into the next century. The century date change, the il capital, all 
go to the essence of strengthening the IRS so that it can respond quickly and accu- 
rately to taxpayer needs. 

And the Commission’s report appropriately emphasizes the importance of elec- 
tronic filing. Increased utilization of electronic filing will facilitate IRS compliance 
efforts, allowing the IRS to receive information and teix returns and match data 
within the same calendar year. Better data capture capability also will facilitate 
customer service. At present, only 40 percent of the data on individual income tax 
returns is entered into IRS computers. 

Electronic filing also will improve the speed of processing returns by the IRS and 
the burden on taxpayers. Furthermore, numerous studies indicate that electronic fil- 
ing greatly reduces errors on the part of the taxpayer, and is cheaper to process 
than paper filing. On the taxpayer side, most tax practitioners charge for electronic 
filing today because they incur additional expenses, including the cost of commu- 
nications and third party transmitters. Surveys suggest that the cost of electronic 
filing is a disincentive to teixpayers to file electronically. Yet, as the volume of elec- 
tronically filed returns increases, demand in the marketplace will drive down prices 
for electronic filing. In sum, electronic filing holds great potential to increase cost 
savings and compliance with only a small investment by the IRS. 

Madam Chairwoman, the report deserves commendation for many of the Commis- 
sion’s recommendations. Nevertheless, as was noted repeatedly during the Commis- 
sion’s deliberations, the fundamental issue at the heart of the Commission’s report 
is governance, and I simply cannot and do not support the majority’s recommenda- 
tions on this issue. I do not believe that the governance of the IRS should reside 
in an outside Board of Directors composed principally of part-time private sector 
chief executive officers who would keep their private sector jobs and salaries. This 
Board would be an extremely powerful body, affecting every American citizen, yet 
without the level of direct accountability that the Treasury Secretary has to an 
elected President. 

The IRS is an essential government agency. I am concerned about blurring the 
lines as to who is in charge at the agency — the outside Board, the IRS Commis- 
sioner or the Secretary of the Treasury. The report hands the Board responsibilities 
and characteristics that blur the lines of accountability at the IRS. For example, (1) 
the Board would appoint and compensate all senior executives at the IRS, including 
two currently appointed by the President — the IRS Commissioner and the Chief 
Counsel; (2) the Board would be “independent'” and (3) the Board would “[rjeview 
and approve the Commissioner’s recommendations regarding the IRS budget ...” 
and have the authority to send its own budget request for the IRS directly to Con- 
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gress. It should be clear to the American people that when something goes wrong 
at the IRS, it is the IRS Commissioner and the Treasury Secretary that are respon- 
sible, and not five private-sector CEOs. 

Although I share the Treasury Department’s concerns regarding the constitu- 
tionality of this proposed Board, my objection to placing the governance of the IRS 
with an outside Board is based primarily on my own experiences over the last four 
years running a federal government agency that is subject to different people with 
oversight responsibility. My agency, NTIA, must answer to many layers of author- 
ity. 

According to the Commission’s report, the Board only will be responsible for the 
oversight of the IRS and not be involved in law enforcement, tax policy or day-to- 
day management issues within the IRS. It is difficult to draw bright lines between 
oversight and tax policy, law enforcement and management and that the Board’s 
powers will ultimately extend to all of these areas. I cannot support a governance 
proposal that relies on this sort of line-drawing as a justification for its existence 
because I know from experience how difficult this line will be to police and main- 
tain. 

Furthermore, a governance proposal that relies upon such lines for legitimacy ul- 
timately will raise serious accountability and jurisdictional issues for the both IRS 
and the Department of Treasury, inviting challenges to the revenue collection func- 
tion of our government. Although the Commission’s report says that the Board 
members will not be involved in law enforcement issues, the major corporate execu- 
tives who would make up the Board could, through their budgetary and personnel 
decisions, redirect IRS resources away from audits and enforcement actions on cor- 
porations’ tcix returns and towards the returns of individuals. Even done openly, 
such action would be unlikely to violate any provision of law applicable to the 
Board, yet I would argue that this constitutes Board involvement in enforcement 
issues at the IRS. 

In addition to the potential for actual conflict of interest issue, there also is a 
strong likelihood of the appearance of a conflict related to the fact that our teix col- 
lection system depends on voluntary compliance. Voluntary compliance depends on 
a sense of fairness, and on a sense that everyone is paying their fair share. There 
is a risk of undermining that sense of fairness if the American people feel that the 
law enforcement, auditing, and compliance functions of the IRS are being directed 
by a group of private sector chief executives. For example, under the Commission’s 
proposal, private sector board members would be able to represent their employers 
before the IRS, on audits of their employers’ returns, in seeking contracts for their 
employers and otherwise, so long as the Board had not considered that specific issue 
or matter. Moreover, Board members would be free to accept bonuses or partnership 
distributions earned by representing private interests before IRS. 

I have experienced the complexities of shne between oversight and management. 
Based on these experiences, I believe that responsibility for IRS management must 
continue to reside with an IRS that remains fully accountable to the President and 
Congress. Change at the IRS must be done in a manner that minimizes risk to the 
vital flow of revenues that fund our government and at the same time allows 
progress on reforms at the IRS to continue. 

I find it troubling that the members of the Commission’s proposed Board would 
serve on a part-time basis and yet be responsible for improving the IRS’ current 
oversight; and that this responsibility would be in addition to their primary respon- 
sibilities to their private sector jobs. The Treasury Secretary and Deputy Secretary 
are in their governmental office every day, and they have no non-governmental re- 
sponsibilities. The only job of the Secretary and Deputy Secretary is to promote and 
defend the public interest. Madam Chairman, it is my experience that heading a 
federal agency is more than a full time job, and NTIA is not even one-tenth the size 
of the IRS. I meet daily with members of my senior staff to discuss a variety of pol- 
icy and managerial issues. Many of these matters require considerable thought, at- 
tention and internal deliberation. Meetings sometimes must be called with little or 
no notice on an emergency basis. Members of the Board would be expected to pro- 
vide similar leadership to the IRS, although they will be physically situated across 
the county with other non-governmental responsibilities. The American people right- 
ly demand an IRS that is responsive to the public and is led by officials who are 
held accountable for achieving success. 

In conclusion, I want to restate strongly my support for the vast majority of the 
recommendations put forward in the Commission’s report. I cannot however, en- 
dorse the recommendation where the agency that collects 95 percent of the revenue 
that funds our government is subject to the control of a part-time Board composed 
of members primarily from the private sector. 
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Thank you Madam Chairwoman and other Members of the Committee. I welcome 
any questions. 


Chairman JOHNSON. Thank you, Mr. Irving, and I look forward 
to the opportunity to hear your testimony. 

We have 4 minutes left. That is not time enough to fully hear 
the remarks of Mr. Newstrom. So the Subcommittee will recess for 
about 6 or 7 minutes. Let’s go over fast and then come back so we 
can hear the last two people. Thank you. 

[Recess.] 

Chairman Johnson. The Subcommittee will reconvene. 

We will proceed with the testimony of Mr. Newstrom, corporate 
vice president and group executive of the Electronic Data Systems, 
Herndon, Virginia, and it is a pleasure to have you. Thank you for 
your service on this Commission. 

STATEMENT OF GEORGE C. NEWSTROM, COMMISSIONER, 

NATIONAL COMMISSION ON RESTRUCTURING THE 

INTERNAL REVENUE SERVICE; AND VICE PRESIDENT, 

ELECTRONIC DATA SYSTEMS, CORP., HERNDON, VIRGINIA 

Mr. Newstrom. Thank you. Madam Chairman and Members of 
the Subcommittee. 

I appreciate this opportunity to testify before you concerning the 
recommendations of the National Commission on the Restructur- 
ing — 

Chairman Johnson. Excuse me, Mr. Newstrom. Could you pull 
the microphone a little closer? 

Mr. Newstrom. Is that better? 

Chairman Johnson. Yes. You have to get really quite up on it. 

Mr. Newstrom. How is that? 

Chairman Johnson. Thank you. That is much better. 

Mr. Newstrom. EDS is one of the Nation’s largest information 
technology service companies and a leader in applying information 
technology to meet the needs of businesses and governments world- 
wide. EDS has operations in over 40 countries, employs more than 
90,000 employees, many of them who work in partnership with cli- 
ents in the government sector. 

I, too, am very proud to have worked on the Commission, and I 
would also like to thank Congressman Portman and Senator 
Kerrey for the leadership that they showed. 

Our members represented a broad section of the public/private 
sector, and in the end, just like Mr. Irving said, we were in agree- 
ment on the preponderance of the things that will enable the IRS 
to provide better, more cost-effective services to the taxpayer. 

I personally supported in excess of 90 percent of what was in- 
cluded in the final document; even the governance section, which 
includes one recommendation that causes me concern, included im- 
portant recommendations which I supported. 

Eor example, the governance section recommends that the IRS 
Commissioner be appointed for a 5-year term and that the Com- 
missioner be given greater flexibility in hiring, terminating, and 
compensation decisions. 



71 


I represent a corporation of 90,000 employees, as I told you. I 
know how difficult it is for leadership of large organizations to 
chart a clear direction and earn the commitment of the entire orga- 
nization. A strong, unified and stable leadership team is critical to 
the success of an organization. The Commissioner needs the flexi- 
bility to attract and retain the best and the brightest for the IRS 
management team. This means adequate compensation and bonus 
packages and the ability to promote and remove based on perform- 
ance. 

Unfortunately, I am unable to support the Commission’s rec- 
ommendations of the creation of an independent board, and under- 
score the word “independent.” After more than two decades of 
building partnerships between the public and the private sector, I 
am committed to maintaining a clear distinction between policy- 
making functions of government and the use of private sector con- 
tractors to make government operations more effective, and re- 
member, I am a private-sector contractor. 

I know the Commissioners who support these recommendations 
intended that the board have no policymaking role. However, it is 
difficult for me as well to understand how a body that hires the ex- 
ecutive officer of an organization sets their compensation, approves 
their budget proposals and interacts on a regular basis with Mem- 
bers of Congress, can refrain from influencing policy. I do not be- 
lieve that an independent board should have control over these re- 
sponsibilities for implementing the tax law of this Nation. 

Moreover, I am convinced that the Treasury Department and the 
IRS have already taken steps and continue to take steps toward 
implementing an improved governance process. I have been im- 
pressed by the efforts to focus the IRS on its core competencies and 
by the commitment to leverage the private sector to obtain re- 
sources such as systems integration and the capabilities that are 
not part of their core competencies. I would like to give these ef- 
forts that are at work right now some time to work. 

I would like to talk for a moment about my role as a technology 
task force member. Much of the work was focused on the issues 
that are critical to the ability of the IRS to function successfully in 
the 21st century. Technology is an enabler and only an enabler, but 
it will make it possible for the IRS leadership to provide better 
service to the taxpayers and increase compliance. 

The technology gap between the IRS and the private sector fi- 
nancial institutions is widening daily. Taxpayers expect the same 
level of efficient and accurate and courteous treatment from their 
government as they do from the private sector. 

It is essential that the IRS have the technical capability and the 
funding to deal with the century date change. However, it must 
also press forward with the modernization blueprint and develop 
public/private sector partnerships that will enable it to improve 
customer service and compliance functions. It must expedite the 
use of electronic filing. 

My experience on the Commission has convinced me that this is 
a unique opportunity to make dramatic improvement in the IRS 
technology and taxpayer services. The presence of a committed 
leadership team at Treasury and the IRS, coupled with the release 
of a high-quality modernization blueprint have added tremendous 



72 


momentum to the force of change. The contractor community is 
now prepared to make substantial investments in the procurement 
and a major financial commitment to ensuring that this moderniza- 
tion effort is a success. 

An extended delay or uncertainty about Congress’ commitment to 
fund this effort would undermine this effort, and the people in the 
government who are willing to take risks for the change. It would 
make it more difficult for private contractors to commit large 
amounts of money and key people to this resources-intensive effort. 

As this Subcommittee moves forward in its discussions of the 
governance issues, I hope they will also be mindful of the impor- 
tance of the modernization effort and the need to ensure the fund- 
ing is available to implement the blueprint when the modernization 
contract is awarded. 

I realize that your time is limited, and I will be happy to answer 
questions and would be delighted to return, if possible. Thank you. 

[The prepared statement follows:] 

Statement of George C. Newstrom, Commissioner, National Commission on 

Restrueturing the Internal Revenue Service; and Vice President, 

Electronic Data Systems, Corp., Herndon, Virginia 

Good morning, Madam Chairwoman and members of the Subcommittee. My name 
is George Newstrom. I am vice president of Electronic Data Systems Corporation 
(EDS). 

I appreciate this opportunity to testify before you concerning the recommenda- 
tions of the National Commission on Restructuring the Internal Revenue Service. 

I will speak this morning as one who had the opportunity to serve as a member 
of the Commission. I will also speak as a member of the business community. 

EDS is one of the nation’s largest information technology services companies, and 
a leader in applying information technology to meet the needs of businesses and 
governments worldwide. EDS has operations in more than 40 countries and employs 
more than 90,000 people many of whom work in partnership with our clients in the 
government sector. 

I am very proud of the work produced by the Commission, and I would like to 
thank Senator Kerrey and Congressman Portman for their leadership. Our members 
represented a broad cross section of the public and private sectors, and, in the end, 
we were in agreement on many things that will enable the IRS to provide better 
and more cost-effective service to taxpayers. 

I personally support more than 95 percent of what was included in the final docu- 
ment. Even the governance section, which includes one recommendation that causes 
me concern, includes important recommendations that I strongly endorse. 

Positive Recommendations 

For example, the governance section recommends that the IRS Commissioner be 
appointed for a five-year term and that the Commissioner be given greater flexibil- 
ity in hiring, termination, and compensation decisions. 

I represent a company with more than 90,000 employees. I know how difficult it 
is for the leadership of a large organization to chart a clear direction and earn the 
commitment of the entire organization. A strong, unified, and stable leadership 
team is critical to the success of the organization as a whole. 

The Commissioner needs the flexibility to attract and retain the best and the 
brightest for the IRS management team. This means adequate compensation and 
bonus packages and the ability to promote and remove based on performance. 

Concerns Regarding the Recommendation to Create an Independent Board 

Unfortunately, I am unable to support the Commission’s recommendation for the 
creation of an independent board. After more than two decades of building partner- 
ships between public and private sector organizations, I am committed to maintain- 
ing a clear distinction between the policy making functions of government and the 
use of private sector contractors to make government operations more effective. 

I know the Commissioners who support this recommendation intend that the 
board have no role in policy making. However, it is difficult for me to understand 
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how a body that hires the executive officers of an organization, sets their compensa- 
tion, approves their budget proposals, and interacts on a regular basis with mem- 
bers of Congress can refrain from influencing policy. I do not believe that an inde- 
pendent board should have control over those responsible for the implementation of 
the tax law of this nation. 

Moreover, I am convinced that the Treasury Department and the IRS have al- 
ready taken and continue to take important steps toward implementing an im- 
proved governance process. I am impressed by efforts to focus the IRS on its core 
competencies, and by the commitment to leverage the private sector to obtain re- 
sources such as systems integration capabilities that are not part of tencies. I would 
like to give efforts that are now in progress the time to work. 

Technology Task Force/Business Perspective 

In conclusion, I would like to talk for a moment about my work as a member of 
the Technology Task Force. Much of this work was focused on issues that are criti- 
cal to the ability of the IRS to function successfully in the 21st century. 

Technology is an enabler that will make it possible for IRS leadership to provide 
better service to teixpayers and increase compliance. The technology gap between 
the IRS and private sector financial institutions is widening daily. Taxpayers expect 
the same level of efficient, accurate, and courteous treatment from their government 
as they do from the private sector. 

It is essential that the IRS have the technical capability and funding to deal with 
century date change. It must press forward with its modernization blueprint and de- 
velop the public sector/private sector partnership that will enable it to improve cus- 
tomer service and compliance functions. It must expedite the use of electronic filing. 

My experience on the Commission has convinced me that there is a unique oppor- 
tunity to make dramatic improvement in IRS technology and taxpayer service. 

The presence of a committed leadership team at Treasury and IRS coupled with 
the release of a high quality modernization blueprint have added tremendous mo- 
mentum to the forces of change. The contractor community is now prepared to make 
substantial investments in the procurement and a major financial commitment to 
ensuring that the modernization effort is a success. 

An extended delay or uncertainty about Congress’ commitment to fund the pro- 
curement could undermine efforts of people in government who are willing to take 
risks for change and make it difficult for private sector contractors to commit large 
amounts of money and key people to such a resource intensive effort. 

As this Committee moves forward in its discussion of governance issues, I hope 
that it will also be mindful of the impodernization effort and the need to ensure that 
funding is available to implement the blueprint when the modernization contract is 
awarded. 

I realize that today’s time is limited. I will be happy to answer any questions and 
would be delighted to return if necessary to discuss the technology initiatives with 
the Committee in detail. 


Chairman Johnson. Thank you very much, Mr. Newstrom. 

Mr. Keating, thank you for serving on the Commission. You cer- 
tainly also put in a great deal of time, and I appreciate your being 
here today as executive vice president for the National Taxpayers 
Union. 

STATEMENT OF DAVID L. KEATING, COMMISSIONER, 
NATIONAL COMMISSION ON RESTRUCTURING THE 
INTERNAL REVENUE SERVICE; AND EXECUTIVE VICE 
PRESIDENT, NATIONAL TAXPAYERS UNION, ALEXANDRIA, 
VIRGINIA 

Mr. Keating. Thank you for holding these hearings this morning 
and this afternoon and for inviting me to testify. I appreciate it. 

The IRS contacts millions of Americans each year. For many of 
us, it is the only agency that we deal with so regularly, and that 
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is why I think it is so important that Congress move to improve 
the IRS because it needs improvement. 

A poll conducted for our group last month found that 90 percent 
of those surveyed said that improving the IRS should be a very 
high or somewhat high priority for the current Congress, and now 
that we have the Commission’s report for the Congress, we have 
given a road map for discussion and debate about exactly how to 
do that. 

This report was endorsed by 12 of the 17 Commissioners, and 
even those who voted against it endorsed much of the report. 

The issue of controversy is on management and governance, and 
I want to associate myself with the earlier remarks of Josh Weston 
and Fred Goldberg. I agree with what they said, 100 percent, con- 
cerning management and governance. 

I do want to add some additional observations. First, there is no 
proposal that can guarantee sound management, but unlike the 
Treasury Department’s proposal or what we have today, the Com- 
mission’s recommendations will allow for management’s success 
rather than guarantee bureaucratic failure. 

The fact is, if the Treasury Department could improve or would 
improve, over the long term, the IRS on its own, it would have 
done so already. I have watched the IRS closely for close to 20 
years. Short of tax returns being dropped in the dumpster, which 
we saw in the mideighties, we rarely saw much attention to the 
IRS from the Treasury Department. The current Secretary is an 
exception, but I doubt that he and the attitudes that he has 
brought to the IRS will be the rule in the future. 

Look at the management structure of the IRS. Commissioners 
typically come and go quickly. The Deputy Treasury Secretary, to 
whom the Commissioner reports, has many other responsibilities, 
and in fact, some of them have not even realized that they were 
in charge of overseeing the IRS until they arrived on the job. What 
does that say? I think it says that the Treasury Department has 
not typically put a high priority on good management at the IRS. 

That is why I believe the Commission’s proposal for an IRS board 
of directors is so important, because it will bring continuity that we 
rarely see, competence, and focus to the job. Add to this, better co- 
ordinated congressional oversight and approval of key decisions 
and I think you will see a better IRS, which is what we all want. 

I also want to reemphasize one of our most important rec- 
ommendations that Fred Goldberg touched on earlier. The IRS 
should only initiate a contact with a taxpayer if it is prepared to 
devote the resources necessary for a proper and timely resolution 
of the matter. Think about this for a minute. When the IRS is con- 
tacting a taxpayer, the Government is saying you have done some- 
thing wrong. If the taxpayer has not done something wrong and 
wants to straighten it out, they should be able to straighten that 
out quickly because they are responding to government’s request. 

I also want to point out that we recommended that the IRS use 
survey techniques, and I am not talking about public opinion polls 
here, but surveys of taxpayers who have actually interacted with 
the agency. Incredibly, the IRS does not do this today in any way. 

Now, such customer service performance measures are common 
in the private sector, and indeed, many State revenue agencies 
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have formal systems for receiving taxpayer feedback on individual 
State agency employee audits and the like, and we think that is 
something that the IRS should do as well. 

In conclusion, on the topic of management and governance, I 
think the Commission’s recommendations will make it much more 
likely that top management of the IRS will be held accountable for 
improving taxpayer service, which should be job one. In fact, that 
is part of the name of the Internal Revenue Service. 

We refer repeatedly in our report to customer service. Now, while 
everyone supports the goal of improving service to citizens, I am 
sure that most taxpayers certainly do not feel like customers. After 
all, real customers have a choice about the products and services 
they buy, but taxes are, of course, are involuntary payments and 
no one has a choice about which IRS to select or which agency em- 
ployee to deal with. That brings me to my point of why taxpayer 
rights issues are so important. 

The IRS has enormous power, and it is very important that that 
power be exercised carefully. One of our key recommendations is 
the taxpayer advocate needs more independence and clout. The ad- 
vocate should be free to function without concern for career aspira- 
tions within the IRS. In fact, one of our recommendations is that 
the advocate be appointed from outside the IRS or, if selected as 
an IRS employee, not someone selected for this job as part of a ca- 
reer track to future promotions. I think a more independent advo- 
cate would give better input to the Congress and to the IRS board 
about what needs to be fixed. 

When I asked the current taxpayer advocate questions during 
our Commission’s hearings, he did not seem to feel that he had any 
responsibility to give Congress any clear input or independent 
input. I found that to be amazing. 

I will not go into detail, but we have many solid recommenda- 
tions for additional taxpayer rights in the Commission report, and 
I hope those will become part of any product that is reported out 
of Congress on the issue of IRS reform. 

I do want to make a concluding point, and that is simplification. 
It is something that everyone talks about, but rarely seems to get 
done. It is very, very important because we have a law that nobody 
understands, and we also have given the IRS powers that we have 
given to no other government agency. That is a recipe for a civil 
liberty catastrophe — ^vague laws enforced with draconian enforce- 
ment powers. It is a frightening thought. Fortunately, abuses are 
rare, but when they occur, they can be hair raising. 

There are some recommendations in the report, including a quad- 
rennial simplification process because there does not seem to be 
much glory in simplification — all the grunt work that needs to go 
comb through the Tax Code and find out what can be tossed aside 
and what can be simplified. I think a simplification Commission 
every 4 years or so might harness some of the private-sector activ- 
ity that we saw on the Commission and then give these people 
some ownership to help push it through the congressional process. 
So I think it is something that might help there. 

Anyway, in conclusion, I urge the Subcommittee to move forward 
with the Commission’s report, craft it into legislation and pass it 
as soon as possible. I very much appreciate the efforts made in the 
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past by the Members of this Subcommittee to improve the perform- 
ance of the IRS and look forward to working with you on imple- 
menting this Commission’s report into law. 

Thank you very much. 

[The prepared statement follows:] 

Statement of David L. Keating, Commissioner, National Commission on 

Restructuring the Internal Revenue Service; and Executive Vice 

President, National Taxpayers Union, Alexandria, Virginia 

Madam Chair and Members of the Committee, thank you for inviting me to testify 
on the Report of the National Commission on Restructuring the Internal Revenue 
Service. I am the Executive Vice President of the 300,000-member National Teix- 
payers Union and was appointed to the Commission by Senator Bob Dole. 

The Internal Revenue Service contacts millions of Americans each year. For many 
of us, it is the only agency we deal with so regularly. The Commission’s report 
marks the starting point for fundamental reform of the IRS, and it’s important that 
Congress move quickly to improve the IRS. The American people agree. A poll con- 
ducted for National Taxpayers Union last month found that 90 percent of those sur- 
veyed said “improving the IRS” should be a “very high” or “somewhat high” priority 
for Congress. 

The Commission’s report is a comprehensive and nonpartisan document supported 
by 12 of the 17 Commissioners. I strongly agree with the overwhelming majority of 
the findings and recommendations and actively participated in the consensus build- 
ing process. Although I have some concerns about certain areas, I would be pleased 
to see the entire package become law and urge the Committee to pass legislation 
soon to implement the recommendations contained in the Commission’s report. 

Management And Governance 

The critical issues of management and governance illustrate why the IRS today 
is so resistant to reform. The witnesses heard by the Commission and the evidence 
collected by its staff convinced me that management of the IRS is broken and needs 
to be fixed. While no proposal can guarantee superb management, it will establish 
a framework that, unlike either the Treasury Department’s proposal or the current 
system, will allow for management success rather than bureaucratic failure. 

Consider for a moment the current management structure of the IRS. Commis- 
sioners with little management experience often come and go quickly. The Treasury 
Deputy to whom the Commissioner reports has many other responsibilities for teix 
policy, and an even shorter tenure. He or she is normally selected with little consid- 
eration of ability or inclination to oversee the IRS. 

At the same time, the Treasury Department has many other issues to worry 
about, issues that many consider more prestigious if not more important. Whether 
the Secretary is mana^ng the public debt, giving advice to the President on eco- 
nomic policy, addressing international monetary problems, reviewing banking 
issues, or monitoring government-sponsored enterprises, the 'Treasury Secretary is 
a very busy person. Over the last two decades, I have rarely seen the Treasury De- 
partment take much interest in the IRS unless there were huge problems. 

While Secretary Robert Rubin has recently been a welcome exception to a long 
parade of Treasury Secretaries who neglect the IRS, I have little confidence that his 
successors will demonstrate the same interest. That’s why the Commission’s pro- 
posal for an IRS board of directors is so important. It can bring continuity, com- 
petence and focus to the job. Adding coordinated congressional oversight and ap- 
proval of key decisions should also lead to better direction for the agency. 

While I believe our recommendations greatly improve the odds of good manage- 
ment and taxpayer service, to fundamentally change the IRS as an organization, 
many other actions are required. The President and Congress must select an out- 
standing board of directors for the IRS. The board must select capable leadership 
for the IRS. Employees who give excellent taxpayer service must be rewarded and 
employees who can’t give good service must be terminated. Congress must take 
more interest in and more action on tax administration, and should go beyond our 
recommendations for coordinated oversight and approval of tax administration at 
the IRS. 

Even if the Commission’s plan is enacted and implemented quickly and effec- 
tively, the American people should not expect immediate change. 'The IRS is a huge 
bureaucracy. It will take time to reform it. The IRS’s computers won’t improve over- 
night either. Much of the work on improving technology over the next few years will 
be to minimize “year 2000” conversion problems. That leaves little management 
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time or procurement money to upgrade the hardware or software to provide better 
taxpayer service. 


Taxpayer Service 

I want to emphasize one of our most important recommendations: “The IRS 
should only initiate contact with a taxpayer if it is prepared to devote the resources 
necessary for a proper and timely resolution of the matter.” Here are some examples 
of practical changes that would be made if this principle is followed. New returns 
should not be placed in the pipeline for auditors and appeals officers, when there 
are unfinished cases older than 90 days. Service Center employees should make an- 
swering phone calls and letters their first priority, and should not send out new in- 
quiry notices to taxpayers until the last batch has been worked. Collection officers 
should accept or reject “offers in compromise” within 30 days, so that neither the 
government nor the taxpayer is compromised by delays in resolving the debt. 

The IRS should take steps to prevent taxpayer service problems before they occur. 
Management must not only train IRS employees to treat taxpayers fairly, but must 
also ensure that fair treatment actually occurs. The Commission suggested giving 
the IRS new flexibility to use performance measures relevant to fair tax administra- 
tion in order to hold employees accountable for ensuring that taxpayers receive 
quality service. These performance measures should incorporate the requirements of 
Revenue Procedure 64-22, which outlines standards of conduct for IRS employees 
involving fair and professional treatment of taxpayers. 

The Commission also recommended the use of survey techniques to gauge teix- 
payers’ opinions about how knowledgeable, courteous, and respectful IRS employees 
are to taxpayers. Incredibly, the IRS does not directly measure taxpayer service or 
satisfaction in any way. Taxpayers who interact with IRS employees are not asked 
for their opinions of how IRS employees perform. 

Such customer service performance measures are common in the private sector 
and many state revenue agencies have formal systems for receiving taxpayer feed- 
back on individual state tax agency employees. 

One of the most important goals of restructuring that the IRS can undertake is 
to transform its culture. Foremost, they (like the federal bureaucracy as a whole) 
must always act like the employees of “the People” that they are. Millions of Ameri- 
cans form much of their personal opinions about government based on their experi- 
ence with the IRS. 

IRS employees are armed with extraordinary powers — in terms not only of what 
they can do to taxpayers but also what they can demand of them. The taxpayer of 
course cannot select among IRS employees or find a new tax agency and IRS em- 
ployees know this. Consequently, while most employees are helpful, too many are 
often rude, dismissive and abusive to taxpayers. 

Moreover, since IRS employees have few cost considerations, they often fail to 
take into account how inconvenient or costly their demands on a taxpayer may be. 

The management and governance recommendations will increase the likelihood 
that top management of the IRS will be held accountable for improving taxpayer 
service. Also, with these performance measures and enhanced personnel flexibility, 
the IRS will be able to provide incentives to employees who provide taxpayers with 
quality service, and to discipline employees who do not. Only by focusing the IRS 
on taxpayer service will we see a true change in the culture of the IRS and the way 
that taxpayers are treated. 


Taxpayers’ Rights 

The Commission’s report repeatedly refers to “customer” service. While everyone 
supports the goal of improving service to citizens, I’m sure many, if not most, tax- 
payers certainly don’t feel like they are customers. Real customers have a choice 
about the products and services they buy. Yet taxes are, after all, involuntary pay- 
ments, and there’s no choice about which IRS to use. That’s one reason why tax- 
payers’ rights issues are so important. 

There are many substantial and solid recommendations in the taxpayers’ rights 
portion of the report. It is essential that Congress provide more rights and remedies 
for taxpayers by adopting these recommendations, as it modernizes and restructures 
IRS. 

I want to emphasize several of the key recommendations of the Commission re- 
garding tcixpayers’ rights. 

The Taxpayer Advocate needs more independence and clout. I strongly believe 
that the Taxpayer Advocate should not be a career IRS employee. The Taxpayer Ad- 
vocate must be free to function without concern for his career aspirations within the 
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IRS. He should not have to worry about how other IRS managers view his input 
into their areas of responsibility. 

A more independent Advocate would come to the job without the restrictive mis- 
sion-oriented mentality that besets many career agency executives. He would be 
more receptive to the needs of taxpayers and to changing business-as-usual, and 
would be far more likely to recommend to the Congress and the IRS Board solutions 
to taxpayers’ problems. 

The Commission recommended that candidates for Taxpayer Advocate “should 
have substantial experience representing teixpayers before the IRS or with tax- 
payers rights issues. If the Advocate is selected from the ranks of career IRS em- 
ployees, the selection should also be a person with substantial experience assisting 
taxpayers or with taxpayer rights issues, and the job description should stipulate” 
that it will not be part of a career track for the employee. 

The Commission’s recommendation that the IRS Board should “have final author- 
ity over the hiring decision” of the Taxpayer Advocate will also help ensure the inde- 
pendence and clout needed to increase the effectiveness of this position. 

The standard of hardship is unnecessarily high for a Taxpayer Assistance Order 
(TAO). The Commission recommended giving more authority and flexibility for the 
Taxpayer Advocate to issue a TAO if the IRS is not following guidelines or if there 
is “imminent threat of adverse action; delay of more than 30 days in resolving a 
taxpayer account problem; or prospect of paying significant professional fees for rep- 
resentation.” 

Taxpayers can still suffer severe financial losses even when they clearly win a tax 
dispute. Although the Taxpayers’ Bill of Rights packages enacted into law in 1988 
and 1996 offer important new safeguards for taxpayers, the job of protecting inno- 
cent taxpayers from ruin is far from complete. 

In the 1986 Tax Reform Act, Congress substantially liberalized the definition of 
negligent actions by individual taxpayers. Beginning in the 1980s, tax preparers 
were also subjected to increasing penalties for not exercising due diligence. Yet in- 
credibly, Congress refuses to require the IRS to exercise reasonable caution in using 
its vast array of enforcement powers. 

I was very pleased to see the Commission recommend that taxpayers who have 
been financially harmed or devastated by IRS carelessness should have the right to 
sue and recover damages when the IRS is negligent. 

Attorney fee awards are still inadequate. Taxpayers can suffer enormous financial 
damages even when they win. Again, the 1996 legislation made several needed im- 
provements in the law, especially the new requirement that the IRS prove it was 
“substantially justified” in pursuing a case. The Commission recommended changes 
to “allow recovery of costs incurred prior to the time of the final administrative no- 
tice from the IRS. Because most administrative costs are incurred between the time 
of the preliminary notice of deficiency (i.e., the 30 day letter) and the time of the 
final notice of deficiency (i.e., the 90 day letter), the present construction of section 
7430 is self-defeating.” 

I have often heard reports that the IRS will sometimes crush taxpayers of modest 
means because agency employees know such taxpayers often cannot afford represen- 
tation to ensure their rights. The Commission recommended that “Congress also 
should clarify that nonprofit clinics that represent low income taxpayers, and other 
pro bono representatives, are eligible to receive awards under section 7430, based 
upon the number of hours worked and costs expended.” 

As the Commission noted in the report, “there historically has been a concern that 
expanding taxpayer rights to redress would be disruptive to collection efforts. Set- 
ting aside the issue of whether it is appropriate that taxpayers should be provided 
rights only to the extent that it does not disrupt collection efforts, the Commission 
found no evidence that the rights to redress and collection of representation fees 
provided to the taxpayer under the Omnibus Taxpayer Bill of Rights and Taxpayer 
Bill of Rights 2 have caused disruption to IRS collection efforts. In addition, the 
costs of expanding taxpayers’ redress have been vastly overestimated. For example, 
the cost of reimbursing representation fees was originally estimated to be over $10() 
million per year. The actual cost has been approximately $5 million per year.” 

Simplification 

The tax code is so convoluted that no one inside or outside the IRS understands 
it. Money magazine’s annual test of tax preparers this year brought another sad re- 
sult. All forty-five tested tax professionals got a different answer, and no one cal- 
culated the correct tax on a hypothetical tax return. Two out of three were off by 
more than $1,300. 



79 


Currently there is no requirement that members of Congress receive information 
on whether a proposed tax law change increases or decreases complexity. Since com- 
plexity is not directly considered in the legislative process, it’s often ignored. At the 
same time, congressional committees must meet substantial reporting requirements 
for revenue estimates and the political process generates much data on the progres- 
sivity of proposed tax law changes. The tax legislative process is driven by these 
two numbers, which further biases the legislative process towards producing more 
complex legislation. 

The Commission also suggested that Congress consider a quadrennial simplifica- 
tion process, and I hope that Congress and the President will quickly implement 
such a process either through legislation or by executive order. The Commission 
found that many members of the private sector tax community were willing to vol- 
unteer substantial time to make suggestions for simplification. The fact is, com- 
prehensive simplification rarely happens. I’m not sure why. Probably because it’s too 
much work, with too little reward politically. 

A quadrennial simplification commission would harness this volunteer activity 
and give a broad group of people much more incentive to work for the adoption of 
simplification rules. This quadrennial commission would also give the Joint Commit- 
tee on Teixation and the Treasury Department more incentive to suggest simplifica- 
tion of the law. 


Conclusion 

In conclusion, I urge the Committee to move forward with the Commission’s rec- 
ommendations immediately, so that taxpayers can soon benefit from improvements 
in the quality of service they deserve from the IRS. The job of improving teixpayer 
service, protecting taxpayer rights and simplifying the laws and regulations will 
never end. The Commission’s report can mark the beginning of a historic improve- 
ment in the operations of the IRS. We sincerely appreciate the efforts being made 
by members of this Subcommittee to improve the performance of the IRS and, ulti- 
mately, public confidence in our teix system. 

Source and amount of Federal government grants and contracts received by David 
Keating or National Taxpayers Union for the current and preceding two fiscal years: 
None. 


Chairman Johnson. Thank you, Mr. Keating. 

Mr. Keating, you made a very interesting comment that you felt 
the outside board could bring to the management discussion table, 
issues that needed to be raised and more forcefully, and you used 
the example of the taxpayer advocate. 

I think you have hit on a very important point, and I think the 
rest of you, particularly those of you who think that we can do this 
from inside, need to be able to give me an example of where any 
current board has made this level of substantial input to any gov- 
ernment agency over time. I can think of no example of any advi- 
sory board having the kind of substantial continuous effect on man- 
agement quality or performance that we are asking of this board. 

I just say to you, 2 years ago in the Taxpayers Bill of Rights II, 
to try to get this kind of input, we wrote very specific provisions, 
and we asked the taxpayer advocate to provide us with a list of the 
10 most commonly asked problems. The 10 most commonly seen 
problems by the advocates, trying to circumvent the sort of normal 
process that happens in any bureaucracy, whether it is State or 
Federal, whereby any Commissioner looks at what are the 45 mil- 
lion things that concern us and what are the 10 things I ought to 
focus on in Congress. In that process, little things do not get the 
necessary attention. Anybody in government knows that. 
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We wanted to go around that process. We wanted this Oversight 
Subcommittee to just hear from the advocates so we could make 
that decision, are these little things or big things. 

I think had we been doing that, we would at least have struc- 
tured the earned income tax credit, EITC, 4 years ago, differently. 
We would have done different things about reform, and I can tell 
you, we are not getting the input on tax policy that Congress 
needs. So we put that in there, and the result was an absolutely 
pathetic hearing. This is after specific direction. 

So the bureaucracy simply. A, did not hear us. B, it did not care 
that much. So this is not to criticize them because now they are 
going to come around and do it, now that they have heard that 
what they did is not what we asked. We are going to do this, but 
now we have lost a year. We spent a year passing the legislation. 
We spent a year talking about what it is we actually asked you to 
do and now would you please do it all over again. This is not to 
demean them, and I am sorry about the tone of voice because it is 
so frustrating, but really, it is not that the bureaucracy does not 
want to do this. It is that they have other things to do, and the 
idea that somehow 0MB people or the Office of Personnel Manage- 
ment people or other people from outside would give this constant 
direction when we specifically gave very specific direction to the 
agency which the Treasury knew about and they had this board 
meeting, I have to ask you, if they could not hear that simple direc- 
tion, how can I possibly believe that an internal board would pro- 
vide the kind of constant input, just suggestions, this is how we do 
it? If you are going to do customer service, this is what you have 
got to do. If you are going to do technology modernization, you can- 
not talk about it this year and not next year. The Congress is going 
to need more determined, in a sense, input from IRS overseers, and 
it cannot go up through the Secretary of the Treasury and have the 
Secretary of the Treasury, who has a lot of other responsibilities, 
weigh how much he is going to go to bat for IRS versus other 
things under his jurisdiction. 

So I think that the burden of proof on this issue of governance 
is truly at this time, in my mind, on those who say it can be done 
from inside because you are taking on a responsibility for the inter- 
nal bureaucracy that I have never seen the bureaucracy carry out. 
So I open it to your comments, but this was a point of difference 
amongst the Commissioners. The majority went with the kind of 
outside board that we have not tried, and those that oppose that 
really carry a heavy burden to give this Subcommittee examples of 
where we have seen, because we have appointed a lot of good peo- 
ple, just tons of good people to outside advisory boards in that 
sense. So where is it? I am open to any comments. 

Mr. Keating. I would like to take an initial crack at that because 
one of the things I struggled with on the Commission was this 
whole idea of whether there should be an outside board. 

Now, the IRS is a unique agency of the Government. Most other 
agencies, we have got political appointees up and down the agency. 
One way of getting the IRS to be more responsive to the political 
process would be to add more political appointees. In fact, that had 
been tried before I was born, and my understanding is it did not 
work too well. So there has been an understandable reluctance to 
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add more political appointees to the IRS, but that is certainly one 
direction you could go in. 

One of the things that I have seen over the years that I have 
watched the IRS is that it is so incredibly resistant to change. 
There is so little outside input. The agency is so insular, always 
looking inward. In fact, we found very few people who came in from 
the outside, and the two recent ones who have come in from the 
outside seemed to have had a very beneficial effect. Morgan 
Kinghorne, who I understand was the first Chief Financial Officer, 
and now Art Gross, the Chief Information Officer. 

I think this shows the kind of positive developments you can get 
if you bring in an outside perspective, people from outside the 
agency. 

Now, you have got essentially just the Commissioner and Chief 
Counsel who comes in from the outside on any regular basis. I 
think having this private-sector board, people carefully selected, 
you would wind up with a number of people like Josh Weston to 
bring in the customer service skills that we see practiced so well 
in many private sector companies. It would force the agency to stay 
focused on taxpayer service and bring in new ideas. So I see it as 
something that could invigorate the agency to improve its service. 

I have concluded, given the other constraints, we do not want to 
put more political appointees in the IRS. We need to do something 
like this because the Treasury Department, frankly, has been in 
charge of the IRS for decades and nothing seems to ever change. 

Chairman Johnson. Anyone else? 

Mr. Irving. 

Mr. Irving. I hesitate to wade into these waters. 

Chairman JOHNSON. But you need to because you were going to 
in your testimony. 

Mr. Irving. You have put the burden of proof on 

Chairman Johnson. Right. So I want to hear this from you. 

Mr. Irving. My concern is a little bit different. I think I under- 
stand what you are saying with regard to the need for outside opin- 
ions, but if you have a politically tone-deaf IRS, I think it would 
be just a tone-deaf to a governance board, and a governance board, 
as I understand it, is not supposed to get involved in policy. It is 
supposed to get involved in day-to-day management. 

Some of the issues that this Subcommittee and other congres- 
sional Committees are going to be concerned about are by necessity 
going to be enforcement or policy concerns, and I do not think you 
want an outside group of people, that governance board getting in- 
volved. 

I think advice is important, and I think a high-level advisory 
board is important. I think the Treasury Department recognizes 
that. 

Where I get off the bus really is not on the issue of outside infor- 
mation. It is having a group of outside, mostly chief executive offi- 
cers, predominantly private sector governing the IRS. That is 
where I have a difference of opinion. 

Chairman Johnson. Mr. Irving, I made the point before that I 
need an example of where we see this working. 

We have in the IRS now an advisory board. So we have outside 
input. We have businesses and executives who serve on that advi- 
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sory board, and it does not have any impact, at least it has not had 
any significant impact on any of these issues. 

The reason I think this taxpayer advocate example is so relevant 
is because it took place during the time that Treasury was focused 
on the problems of the IRS. Of course, they were focused on tech- 
nology modernization. That is a big problem, but their interest did 
not go down to this because they actually have a vested interest 
in the opposite effect and are not getting the information because 
it always travels through them so that they can set the larger 
agencies’ priorities. 

So the outside advisory board currently — and there currently is 
an advisory board called CAG or something. Commissioners Advi- 
sory Group — is not doing the job, and I really would have to have 
a good reason to believe that a different advisory group could do 
the job, and then I want to hear from the others because it is not 
my understanding that this board would do day-to-day tasks, but 
it is true it would not do policy. So we need to clean up what does 
it do, actually, but I’d like your comment, and then maybe Mr. 
Goldberg and anyone else who wants to comment. 

Mr. Irving. I do not know how the governance board is going, 
whether or not it would have missed the issue about the taxpayer 
advocate if it was not doing day-to-day management, if it was not 
getting into the micromanagement. It is as likely a scenario that 
the governance board could miss it as a politically tone-deaf insti- 
tution missed it, if in fact they missed it. 

I do not know what happened with the taxpayer advocate, but 
I am not certain that a board is supposed to do macropolicy that 
is looking at hiring, firing, and is not supposed to do policy, would 
have not missed it any more than anyone else would have not 
missed it. 

I understand you are putting the burden of proof on me, but with 
this kind of a substantial change for one of the most important 
agencies in the Government, I guess my sense is that the burden 
of proof of this type of change should not rest just with those who 
are advocating the status quo because I am not advocating the sta- 
tus quo. I am saying that when you are talking about changing the 
form of governance, adding another significant layer of bureauc- 
racy, adding another level of political appointees, five political ap- 
pointees at a minimum, maybe seven, that is a significant change 
in the governance of the IRS and one that I think we should do 
with great hesitancy, and the particular proposal, I have significant 
problems with. 

Mr. Newstrom. Madam Chairman, may I address this from a 
slightly different perspective? Remember that everyone has testi- 
fied, and I believe everyone before us testified, that the preponder- 
ance of the recommendations we have violent agreement on. 

Chairman JOHNSON. Yes, I appreciate that. That is very helpful. 

Mr. Newstrom. Violent agreement on. This one here is unique, 
and I find myself in a very unique position, coming from the pri- 
vate sector, recommending that you do not have an independent 
board mostly filled with private-sector people because of the policy 
implications. 

TTie comments that the board would hire, be able to set com- 
pensation, approve budgets, and so forth, and not get into the pol- 
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icy, I just have a hard time comprehending that. So I liken it to 
my job and my role in my company. I report to the president. I 
have annual targets, requirements to produce numbers. I con- 
template an independent board sitting on top of me, appointed by 
somebody who sets my compensation, hires my executives, theoreti- 
cally does not get involved in policy, but controls a large part of 
what I do, and yet, I have to report to the president and produce 
the results. I just have a hard time with that. 

The last part of what I said was that I am comfortable that there 
has been progress made by Treasury, by the IRS. The nominee for 
IRS Commissioner Charles Rossotti comes from Northern Virginia. 
He is a member of the technology community that I work and live 
in. I think it is a tremendous message that there are outsiders, as 
Mr. Keating said, being brought in and on the issue of probably the 
most important thing that the IRS needs to address, which is tech- 
nology for the future. You have a person that has that capability 
to manage technology issues. 

So, hopefully, with a combination of the other recommendations, 
the direction of the IRS and Treasury, and new leadership, I am 
comfortable that we are taking new steps, as Mr. Irving has also 
said. 

Chairman JOHNSON. This is the most difficult issue that the Sub- 
committee will decide, and it is a matter of judgment. That is why 
I wanted to provoke you to differ with one another. 

Mr. Goldberg. 

Mr. Goldberg. Madam Chair, having been in these positions, I 
would like to talk sort of how it feels when you are the Commis- 
sioner for a second. 

Chairman Johnson. That would be very helpful. 

Mr. Goldberg. One of the most difficult parts of the job is if you 
believe in the direction that I think our Commission accepts the 
IRS should go, in a sense, it is very easy to say, but, boy, is it hard 
to do. I think that at least in my personal experience, and this is 
going to come across wrong, I would envision the board as almost 
a sanctuary. That is the wrong word, but there is no place that you 
can go push against and no place that pushes against you about 
the things that matter most. 

Congress does its oversight hearings, and the nature of the proc- 
ess in Congress is it is lots of problems, it is lots of anecdotes, lots 
of bad stories, lots of this issue, that issue, and that is part of the 
concessional process, and that is helpful. That is good, but it has 
its limitations. 

You have 0MB involved and you have GAO involved and you 
have the Treasury involved and you have GSA involved. Where is 
the focus on what matters most, and who is going to drag me by 
the scruff of the neck as Commissioner periodically and say this is 
what matters most, how are you doing? Good, if you are doing well. 
Shame on you if you are doing bad, and we are going to hold you 
accountable. That is missing from the process. That is what we are 
trying to fill, and that is what this board is about. 

Take the example that David Keating gave. If you believe it 
should be an absolute maximum of tax administration, that you 
just never contact the taxpayer unless you are prepared to fix the 
problem timely, on time, and do it well, does the Congress buy that 
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view? Does the administration buy that view? How are you going 
to measure whether you are even doing it? How do you know that 
you are getting that result? Who is going to be sure year in and 
year out that you have got the measures in place and is riding you 
to do that? If it means you do not do 15 other things, at least you 
are doing that. That is not happening, and in my judgment, it is 
never going to happen unless you deal with these kinds of issues 
of continuity. 

Chairman JOHNSON. I think you make a very important point be- 
cause we do have GAO out there watching and saying things. We 
do now have voices, but there is no consistent pressure, and there 
is no backup for the agency when it is going in the right direction 
and trying to achieve goals, but I want you also to talk about — ^be- 
cause I do not understand — I want you to talk about this issue of 
day-to-day management and policy. 

If the board is not going to do day-to-day management and you 
are not going to do tax policy, what are you going to do? Why aren’t 
you going to end up doing those other things, I guess, is the more 
important question. 

Mr. Goldberg. There are a number of reasons. Historically, the 
day-to-day management, particularly on the law enforcement side 
and the decisions about the day-to-day activities are delegated way 
down within the agency. By statute, those decisions are decentral- 
ized. You have Regional Commissioners. You have District Direc- 
tors. 

The judgment that was made in the early fifties, and it is a judg- 
ment that I believe was correct at the time, is that those kinds of 
enforcement decisions happen through an apolitical career civil 
service in the field, and I think it has to stay that way because the 
threat, even the notion that law enforcement is going to be politi- 
cized, is something that we have decided we want to stay far away 
from, and that is the right decision. 

What the board should be focusing on are issues of strategic im- 
portance. The simple decision, I want to be sure whenever I contact 
the taxpayer, I am going to be able to answer the question and 
solve the problem, sounds easy. The board should be asking ques- 
tions like is that your first priority. How do you measure whether 
you are delivering on that promise? What kind of progress are you 
making toward that overall objective? Those are the kinds of bigger 
questions that I believe are not addressed in the system today, and 
I believe the board could address those kinds of questions. 

I think they can do it meeting four times a year because those 
are high-level questions about putting measures in place and as- 
sessing aggregate performance against aggregate measures. 

Are taxpayers satisfied with the service they are getting? If you 
believe David’s argument that you ought to be surveying taxpayers 
about how well they are being treated, that is an aggregate issue. 
The board says that is real important, and that is a large — a big 
question with aggregate measures that never involve the board in, 
well, was Fred or Sally or Jane unhappy. It is aggregate measures, 
and I think that is the function that the board can perform, and 
it is a function that at least in my opinion is not being performed 
today. 
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The Government, the Treasury Department historically at least, 
the White House historically at least, have said we never want to 
hear from the IRS Commissioner, we never want to have anything 
to do with what that agency is up to on a day-to-day basis in a spe- 
cific-case context. I do not think you want to change that for a 
minute. 

The board spends its time in a completely different universe, 
with completely different kinds of issues it is trying to work 
through. Maybe the answer is, hey, it is not so important that 
every time we contact the taxpayer we are there to answer the 
question because that is not really what the IRS is about. The IRS 
is about getting tax dollars. 

So if we kind of do not respond all the time, so it goes. The object 
is to maximize tax receipts. If that is the judgment that Congress 
makes, if that is what Congress wants from the IRS, if that is what 
the administration wants from the IRS, fine. Make that judgment. 
Then you are not worried about serving taxpayers. What you are 
worried about is maximizing compliance revenues. Fine. If that is 
the direction the board sets, if that is the direction the President 
sets and the Congress sets, go make it happen. I think that is a 
terrible direction, but the point is those decisions are not made, 
and there is no long-term accountability to get you where you want 
to go. That is what is missing. It is not how you audit, who you 
audit, when you audit. That is 15 layers below anything the board 
of directors should ever consider. 

Chairman Johnson. Thank you. That was very helpful. 

I am going to yield to my colleague, Mr. Coyne. 

Mr. Coyne. Thank you. Madam Chairwoman. I would like to 
welcome all the Commissioners and thank you for your service on 
the Commission and your testimony here today. 

We were very fortunate to have Fred Goldberg serve on the Com- 
mission. Fred has served at the different levels in government, in- 
cluding IRS Commissioner. 

Fred, I had a question for you. You indicated that under pro- 
posed Commission recommendations the Commissioner would now 
be directly responsible to the President. But the Commission’s rec- 
ommendations are different from the way it works today the board 
that would hire the Commissioner, so that IRS board is between 
the President and the Commissioner. 

Mr. Goldberg. Mr. Coyne, that was perfectly a hard issue for 
me to deal with in the context of the Commission’s report, having 
been appointed by the President of the United States. That is a big 
deal, but the answer is, right now the Commissioner does not re- 
port directly to the President. The Commissioner of the Internal 
Revenue reports to the Secretary of the Treasury. 

Mr. Coyne. Who is appointed by the President. 

Mr. Goldberg. The Secretary is appointed, right. 

What would happen is that the Commissioner in the day-to-day 
law enforcement activities, the Commissioner’s role in policy formu- 
lation, all of the roles that the Commissioner traditionally performs 
today that is making day-to-day decisions, advising regarding how 
the laws or regulations should be written, advising regarding legis- 
lation, the Commissioner would continue to report to the Secretary 
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of the Treasury, who would continue to report to the President, in 
all of those areas. So that would not change. 

With respect to the Board of Directors’ activity. Board of Gov- 
ernors’ activity, where the Commissioner is trying to get beyond 
the day-to-day fray and sort of step back and talk about where this 
ought to be going, what the picture is and what it ought to be like 
in gross, the Commissioner is reporting to the board. That board 
is appointed by the President. That board can be removed by the 
President. As a practical matter, I believe that board will in the 
real world turn out to be largely a creature of the Secretary of the 
Treasury, which I find very reassuring, and what it creates is a 
structure there that does not change the line. Commissioner, Sec- 
retary, President, on the stuff that affects taxpayers day to day on 
the rules and regulations. 

The only thing I see it doing is giving the Secretary the institu- 
tion, the Department of the Treasury, a mechanism to enforce con- 
tinuity, a mechanism to say as we go through administrations, as 
we go through Secretaries and Deputy Secretaries and heads of 
0MB, there is some incremental measure of stability so that when 
you ask the question about the 5 years that it takes you to imple- 
ment one-stop service on telephones or when you talk about the 7 
years it takes to redo technology or when you talk about the 4 
years it takes to reform training so that all of the employees are 
getting the training they need, there is an institution there that 
can tell you here is what has happened, here is where we are 
going, here is how we are doing. 

It always runs to the President, and the Commissioner is always 
going through political appointees to get there. 

Mr. Coyne. Well, I was only making the point that it is going 
to be different if this board is approved. The board will hire the 
Commissioner, which is different from what it is today. 

Mr. Goldberg. Right. That is correct. 

Mr. Coyne. I suppose that the Commission could fire the IRS 
Commissioner. 

Mr. Goldberg. The way the recommendation is laid out, that is 
correct. If the judgment were that it was important to have the 
Commissioner appointed by the President of the United States, I 
think you are still keeping the structure, the same concept in place 
at that point. 

Mr. Coyne. I was wondering, can you think of any decisions that 
you had made as Commissioner of IRS that would have been dif- 
ferent had there been a board of directors in place at that time? 

Mr. Goldberg. There are lots of decisions I made that I am un- 
happy with, Mr. Coyne. There are a lot of decisions I did not make 
that I wish I had, but my judgment is that this relentless focus on 
making it work better for the taxpayer is so important, and it is 
so easy to lose sight of that. I believe that if there had been a 
structure in place that said this is what matters most and every 
quarter you have got to come up and tell us how you are doing, I 
believe we would have been a lot further down that road. I am con- 
fident we would have been a lot further down that road, but those 
are 2 V 2 years. 

Look at all of the people who have walked through that office 
over the last 10 years. Look at all of the folks who have walked 
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through the Deputy Secretary’s job over the last 10 years, every 
one of them, I believe well intentioned and capable, but it had not 
worked. That is what we are missing, and I think this is what the 
Commission was trying to get at. 

Mr. Coyne. Thanks very much. 

Mr. PoRTMAN [presiding]. Thanks, Mr. Coyne. 

Mr. English. 

Mr. English. Thank you, Mr. Chairman. 

Eirst of all, I want to congratulate this Commission because you 
have really issued an extraordinary report. It is visionary. It has 
taken your charter and explored it fully, and what I particularly 
wanted to congratulate you on is the fact that you have tried to get 
at the core of some of the problems of the IRS, not just the symp- 
toms. 

One of the fundamental problems, and I think all of you will 
have to agree with this, is the complexity of the Tax Code. You 
have been willing to include that observation as part of your fun- 
damental recommendations. 

I want to say that by referencing and using as an example the 
problem of the alternative minimum tax, AMT, you have given real 
impetus to the cause of tax reform on the Hill. 

The first bill that I introduced in coming to Congress was a bill 
to repeal the AMT. It is a tax that every practitioner knows about. 
It is incredibly complex and burdensome, dead drag on the produc- 
tivity of our economy, and includes staggering compliance cost. By 
making the recommendation that we consider phasing out the AMT 
and finding some sort of replacement way of doing the policy, I 
think you have given our cause a great shot in the arm. 

Your recommendation also provided for a quadrennial process of 
reviewing simplification and having recommendations prepared. 

This quadrennial process, I know, Mr. Keating, in your testi- 
mony, you suggested should take the form of a Commission. Do you 
want to amplify on that? 

Mr. Keating. During our work on the Commission, it seemed 
that whenever we were going to do something, have an important 
hearing or make an important announcement, the Treasury De- 
partment, the day before, announced some new IRS initiative. I 
think one of the reasons why the Treasury Department announced 
initiatives for simplification this year was the mere existence of our 
Commission. 

Mr. English. Mr. Keating, isn’t it gratifying to see immediate re- 
sults for your recommendation? 

Mr. Keating. Well, it is, but I think one of the problems with 
simplification is it is a classic public interest-type good. You do not 
have people walking the halls of Congress twisting arms, asking for 
a simplification of this provision or the entire Tax Code, other than 
in a general way. 

Our Commission, even though it was not charged with simplify- 
ing the Tax Code, caused many in the private sector, tax- 
practitioning community to put together a lot of ideas and send 
them to us. We did not endorse them because that was not our job, 
per se, but I think if you could create such a Commission, it would 
be a prestigious post. People would angle to get onto it. They would 
put a lot of voluntary work into this. They would have ownership 
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of the ideas, and they would walk the halls of Congress. They 
would go to the Treasury Department and promote these ideas, and 
I think you might see some very healthy input into the process, 
both in the Treasury Department and in the Congress itself. I 
know the staff is often stretched thin working on the day-to-day 
issues, whether it is Medicare reform or other things that are dealt 
with by this Committee and the Joint Tax Committee. Simplifica- 
tion could, I think, be encouraged by such a Commission. 

Mr. English. Could I ask each of you, also included as a rec- 
ommendation, that for every tax proposal there be done a complex- 
ity analysis at the time it is submitted. Very briefly, do each of you 
support that recommendation? 

Mr. English. Mr. Keating. 

Mr. Keating. Yes. 

Mr. English. Mr. Newstrom. 

Mr. Newstrom. Yes. 

Mr. English. Mr. Irving. 

Mr. Irving. Yes. 

Mr. English. Mr. Tobias. 

Mr. Tobias. Yes. 

Mr. English. Mr. Goldberg. 

Mr. Goldberg. Yes, sir. 

Mr. English. Thank you. I think it is one of the better features 
of your proposals. 

A final question. Commissioner Goldberg, welcome. It is good to 
see you back. I noticed one of the more, I thought for me, stimulat- 
ing comments by Secretary Summers was the claim that an inde- 
pendent board would “post an unacceptable risk to our Nation’s 
revenue stream.” I think you have already touched on this in your 
testimony, but it seems to me what he is arguing is that by some- 
how restraining the IRS, we would be experiencing an unacceptable 
level of revenue loss, which is one of the things that we concern 
ourselves with here. 

Can you comment on that? Do you think this is from a profes- 
sional standpoint an unacceptable risk to the Nation’s revenue 
stream? 

Mr. Goldberg. No, sir, I do not. I think the contrary is the case. 
In my judgment, the biggest threat the tax system has right now 
is we are losing the base. We are losing the 90 percent of the peo- 
ple who are trying to do it right. It is too hard. It is too com- 
plicated. It is too intrusive, but unless we find a way to keep the 
base, unless we kind of find a way to make it work right for the 
everyday Americans out there, we are in serious trouble. 

I believe that these kinds of recommendations that we are mak- 
ing are intended to make the system work right for everyday Amer- 
icans, and if we do not, we will lose it. So I see the opposite. I see 
the far bigger risk is in inaction. 

Mr. English. Mr. Chairman, I have a lot of other questions, but 
I know my colleagues have, I think, many of the same questions. 
I appreciate the opportunity to ask this very distinguished panel 
for their comments. 

Again, this report, I think, is one of the best things I have seen 
since I joined the Ways and Means Committee, and it gives us a 
clear direction for further legislative action. 
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Thank you, Mr. Chairman. 

Mr. PORTMAN. Thank you, Mr. English, for your patience, as well 
as your interest. 

I am going to go to another patient colleague and defer and hope 
to have some time to ask questions afterward. 

Mr. Cardin. 

Mr. Cardin. Thank you, Mr. Chairman. 

I also want to add my thanks to our panelists not only for their 
testimony and presence here today, but for their service on the 
Commission. You came up with these recommendations. 

We have been spending most of the time today talking about the 
governance issue, but there are many other important rec- 
ommendations. Mr. Keating, I particularly appreciate your men- 
tioning the simplification issue. I know that our Chairman, Mr. 
Portman, worked hard on the simplification matters and to sen- 
sitize Congress on bills that move through this body that are well 
intended, but are very complicated in enforcement. Hopefully, the 
policymakers, the Members of Congress, who are ultimately re- 
sponsible for enactment of tax policy will be more sensitive on sim- 
plification issues as we consider policy. I really want to congratu- 
late Mr. Portman for his leadership in that area. 

It seems to me that you all have made a very strong case that 
IRS needs to develop a game plan, then given the tools to carry out 
that strategy, and ultimately held accountable, and that an inde- 
pendent board can certainly help in that direction. Even those that 
have concern about the authority of this board, it seems to me, are 
speaking out for the need for a game plan and the tools necessary 
to carry out those game plans. 

I stress that because the Ways and Means Committee that has 
oversight jurisdiction of the Internal Revenue Service, historically, 
has sent letters to the appropriators, to the Budget Committee, to 
provide the tools necessary for IRS to carry out its functions, and 
those letters are ignored. There has not been an effective way for 
us to put a spotlight on what the Internal Revenue Service will 
need in order to carry out its mission, and it seems to me that an 
independent board can play a very valuable role in developing not 
just a game plan in accountability, but to come forward with a re- 
sponsible attention to what Congress needs to do in appropriating 
the resources, so that IRS can carry out its function. 

Mr. Goldberg, you have had, I think, the most experience on the 
direct line on these areas. I listened with interest to your testi- 
mony, and there are two points that I would just want to take 
issue with or at least get your response to. One is that if the Com- 
missioner is going to be held accountable, it seems to me the Com- 
missioner has to be able to appoint his or her top management, and 
that the responsibility must rest with the Commissioner in that re- 
gard. Then, as far as the appointment of the Commissioner by the 
board that is appointed by the President, it seems to me that obvi- 
ously the board has to have a role, but ultimately, the appointment 
of the Commissioner should be by the President. I think that is 
consistent with what you are trying to bring out here, and I would 
just like to get your comment. On accountability, doesn’t that make 
more sense? 
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Mr. Goldberg. Mr. Cardin, I think that is well within the frame- 
work of what the Commission was looking at. I think the Commis- 
sion was trying to create a way to think about the problem, and 
my personal judgment is the kinds of things you are talking about 
that fit well within that framework, and if the collective judgment 
of the Congress were the Commissioner ought to be appointed by 
the President or if the Commissioner were to appoint somebody as 
his or her senior officials directly, I would certainly understand 
those judgments. 

I think the role of having some institution outside the Commis- 
sioner deal with some of the senior-level executive appointments, 
I believe, is important, not because it is — it is a balance. You want 
them accountable to the Commissioner, but on the other hand, 
there are institutional issues that I think are important. So we 
struck the balance a little bit differently, but I think those are well 
within the parameter that reasonable people could reach different 
judgments. 

Mr. Cardin. Thank you. 

Thank you, Mr. Chairman. 

Mr. PORTMAN. Thank you, Mr. Cardin. 

I have so many questions for my friends that I do not know 
where to start. So I will, instead just be brief, and I want to thank 
each of you. 

This is kind of like family to me. We are having a reunion here 
today. Each of you put in a tremendous amount of time and effort, 
and I think did so in good faith, and each contributed mightily to 
our work; David, on the simplification measures and pushed us 
hard on that, otherwise we would not have ended up where we are. 
George provided a lot of expertise in the information technology 
task force, and with that unique background you have, as vice 
president for government systems for a company that does a lot of 
its work around the world and not just the United States, and Hon. 
Assistant Secretary Larry Irving provided us expertise not only on 
the information technology, which is what you do day to day, but 
also being from Capitol Hill, you have brought us a lot of good in- 
sight and input, even on the very controversial issue which was ref- 
erenced earlier of congressional oversight. Bob Tobias, I do have a 
couple of questions for you. 

As I go around talking about this issue and people begin to un- 
derstand what the focus of this report is, there are mixed views. 
One is, are you talking about the IRS being more effective? I say 
yes, actually, it would be more effective. That actually frightens 
some people because they have had an experience with the IRS 
that perhaps was not an entirely beneficial one. I explained that 
this is about restoring trust and credibility in the agency that af- 
fects more Americans than any others, and it is about having it 
work right. If you are going to have a tax collection agency, which 
we need under our current Code and our current system, it has got 
to work better for the American taxpayer. 

I guess what would be interesting for me to hear, and maybe for 
the other Members here, is why in the end representing the em- 
ployees at the IRS, people who are on the line doing the actual 
work, you thought this Commission report ended up in the right 
place and you were able in the end to support its recommendations. 
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Mr. Tobias. Well, as I said in my statement, I believe that the 
Internal Revenue Service has lost a great deal of credibility with 
the public, with Congress, with the press, and I do not see with the 
existing approach that that credibility can be restored in a timely 
manner. 

I think that the problems of funding, the problems of giving em- 
ployees an effective voice, the problems of governance structure in 
the Internal Revenue Service itself, which has not received a lot of 
focus or attention by the Commission, sort of a glancing blow by 
the Commission, but the hierarchial management structure, and 
the symptom of that is a resistance to change, I do not see that 
changing. I see more ossification. 

So I supported this report because I see it as the best chance to 
make the IRS efficient, and I guess I would quibble with your char- 
acterization because if the IRS is efficient, it is not calling the 
wrong people. It is calling the right people. It is not assessing tax 
that is incorrect. It is assessing the correct tax. If the IRS is effi- 
cient, the telephone calls get answered by people who are inter- 
ested in satisfying the needs, the questions, the concerns of the 
person who is on the other end of the line. 

So I think that a more efficient IRS would be an IRS that would 
be more supported by the public because I believe that the vast 
majority of the public wants to comply, and if, in fact, that trust 
is reestablished, then there will be the support in the public to go 
after those folks who are noncompliant because, after all, 75 per- 
cent of those who filed their taxes are wage earners, have their 
taxes withheld, and they are 95 percent compliant. 

So those are the folks who are paying their taxes. Those are the 
folks who are supporting this government, and when they can get 
their questions answered and their problems resolved, then there 
will be the kind of support that I think is necessary to be more ef- 
fective in ensuring that those who are currently noncompliant be- 
come compliant. 

Mr. PORTMAN. Thank you. 

That characterization was not my characterization, but was the 
response that I was receiving, and I could not agree with you more. 
To have someone who answers the phone who is responsive, is well 
trained, who can answer the question, and who can provide infor- 
mation people need, responsive to the taxpayer needs, I think is an 
improved IRS, as well as a more efficient IRS. I think that is why, 
in the end, we were able to not only have the National Taxpayers 
Union support this report enthusiastically, but also the Treasury 
Employees Union, and I thank you for your work and your willing- 
ness, frankly, to take some risks in this process, as all of this had 
to be. 

Fred, you have already made a number of comments, and I will 
not ask you to give us any more of your wisdom, although it was 
much appreciated on the Commission and here today. No one has 
held all three of those positions in history of Chief Counsel, Assist- 
ant Secretary, and Commissioner, and so you bring a unique per- 
spective. You did keep us focused on the criteria, and those criteria 
include accountability, continuity, and expertise. Every single time 
someone came up with a new proposal, whether it was independent 
or the board or some other reiteration such as the Treasury pro- 
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posal we heard earlier today, we measured them against those cri- 
teria. Frankly, those criteria, I think, were agreed to by not all, but 
certainly the best majority of the Commission, and that is what got 
us to where we were. 

It was not a preconceived notion. It was something that was ar- 
rived at only through careful analysis and figuring out whether, in 
fact, those important measures were met. 

I have so many questions. I would like to bring more out. We are 
going to have more hearings. Chairwoman Johnson has committed 
to doing that. The hearings will be focused more on some of the 
specific elements of the legislation to be introduced next week, and 
I really look forward to working with all of you on that process of 
implementing now these recommendations and doing it in a way 
that I think perhaps can address some of the concerns raised. 

I do think we are a lot closer to the Treasury Department than 
might have been indicated earlier today, and I just wanted to make 
that statement for the record. But there is a fundamental dif- 
ference of opinion, and I think it relates in part to turf I think it 
relates in part to the fact that the IRS is such a big part of Treas- 
ury and in part to some of the legitimate concerns raised, but I 
think we can address those. 

I look forward, again, to working with you, Mr. Coyne and Mrs. 
Johnson, and the rest of the Members of our Full Committee, such 
as Ben Cardin, and the Subcommittee to address them and move 
forward with legislation. 

So thank you all very much for being here today. 

Mr. Coyne, do you have any additional questions? 

Mr. Coyne. No, thank you. 

Mr. PORTMAN. This hearing is now adjourned. 

[Whereupon, at 2 p.m., the hearing was adjourned.] 

[Submissions for the record follow:] 



93 


National Society 

OF Accountants 

July 24, 1997 

The Honorable Nancy L. Johnson 
Subcommittee on Oversight 
Committee on Ways and Means 
U.S. House of Representatives 
1136 Longworth House Office Building 
Washington, D.C. 20515 

Dear Chairman Johnson: 

The National Society of Accountants (NSA) commends the Subcommittee on Over- 
sight, Committee on Ways and Means, for holding this first in a series of hearings 
on the recently released report of the National Commission on Restructuring the 
IRS. The report is entitled, A Vision for aNew IRS. 

NSA strongly supports the objectives of the recommendations found in the Na- 
tional Commission’s report. The Commission was charged with a most difficult task. 
It has done an outstanding job in producing a report which details the current prac- 
tices of the IRS, and making recommendations for modernizing, improving agency 
efficiency, and enhancing taxpayer services. 

The IRS Management Structure 

The Subcommittee on Oversight is well aware of all the national press surround- 
ing the report’s recommendation regarding an independent Board of Directors for 
the IRS. We believe an independent Board of Directors is one of the Commission’s 
most important contributions to the issue of making the IRS a more customer serv- 
ice oriented agency. An independent Board of Directors has the potential of afford- 
ing the IRS the opportunity to take an objective look at the agency’s procedures and 
programs and overcoming problems concerning them. 

While the independent Board of Directors will help contribute to the agency’s abil- 
ity to achieve a higher level of customer service for American taxpayers, the report 
makes other very important recommendations for streamlining the operations of the 
IRS. NSA commends the Commission’s recommendation for providing the agency 
with stable funding for the next threeyears. This recommendation, if implemented, 
should provide the agency with greater certainty in carrying out its mission of im- 
proving customer services and raising revenues to fund governmental programs. 

Another excellent recommendation in the report is the establishment of a five- 
year appointment for the Commissioner of Internal Revenue position, similar to the 
Chairman of the Federal Reserve and certain other federal agencies. The new Com- 
missioner position would also have greater flexibility in the hiring, firing, and salary 
decisions involved with IRS senior management. 

By providing the IRS with stable funding and a new management culture, NSA 
believes that fundamental and positive changes will take place within the agency. 
In many ways, legislative enactment of these management oriented recommenda- 
tions will begin the process of restoring the respect of IRS employees for themselves 
and by the public. The last several years of budgetary cutbacks for the IRS has con- 
tributed to a high level of demoralization and dissatisfaction within the agency’s 
work force; in turn, it has had a clear and negative impact on the level of 
customerservices provided by IRS employees. 

Customer Service 

One of the major objectives of the National Commission’s report is to upgrade the 
level of customer service provided by IRS employees to that which private financial 
services companies offer the public. The practitioner community is an important 
stakeholder relative to customer service. A great number of taxpayers deal with the 
IRS through their tax practitioners. There are many opportunities for practitioners 
to experience IRS customer service at various levels, from telephone contact through 
exams, collections and appeals. Based on their repeated and varied contact with 
IRS, practitioners have a unique perspective on IRS customer service issues. 

The report emphasizes the concept of customer service over compliance. However, 
traditionally the public has viewed the IRS main mission to be that of teix compli- 
ance, i.e. audits and collection. NSA agrees with the Commission that the service 
component of the IRS should be the primary engine which drives the agency’s mis- 
sion. We believe that a customer service orientedmission will bring out the best in 
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IRS employees. This is what the American public wants, and it is what we believe 
IRS employees want as well. 

There should be improvement in all aspects of IRS’s customer service. For exam- 
ple, from the public s perspective, the front lines in IRS customer service is what 
they experience when they speak with an IRS employee on the telephone. The qual- 
ity of the IRS telephone systems, as well as the way in which IRS employees answer 
the telephone, has shown substantial improvement in recent years. Nevertheless, 
the IRS telephone system and customer relations process continues to cry out for 
further and dramatic improvement. 

The proper training of IRS employees and providing them with technology are im- 
portant keys to quality customer service. The Commission’s report strives to portray 
IRS employees as competent, hard-working employees who want nothing more than 
to deliver the highest quality in service to the public. In order to turn around the 
supertanker we call the IRS, there needs to be achange in the management struc- 
ture of the IRS along the principles described above. This includes better training 
of IRS employees. They also need to be provided with more of the basic technology 
tools of the 1990’s, tools which NSA s members often take for granted. This includes 
providing employees with more fax machines, copiers, and computers. 

Electronic Filing 

The Commission report calls for the IRS to develop and implement a strategic and 
marketing plan to make electronic filing the preferred method of filing tax returns 
within ten years. The report states that this can be achieved over a ten-year period 
by using existing infrastructure, such as tax practitioners, financial institutions, and 
the Internet. According to the Commission, this can be accomplished by a partner- 
ship with practitioners and financial institutions through a process of burden reduc- 
tions and incentives. 

NSA recognizes that electronic filing contributes to certain significant efficiencies 
in terms of the tax administration process. First, the IRS estimates that the cost 
of processing a paper return is $2.65 per return, while it costs $1.15 to process an 
electronically filed return (an amount which also includes the processing of paper 
signature documents). Also, the IRS estimates that mistakes occur in only about 1 
percent of all electronically filed returns as compared to some t 3 q)e of mistake occur- 
ring in about 22 percent of all paper filed returns. 

In order to make electronic filing more attractive to taxpayers and practitioners, 
the report makes a number of recommendations to remove barriers to electronic fil- 
ing. One such recommendation calls for the elimination of filing requirements for 
signature documents and associated W-2s, by having taxpayers retain signed 1040s 
and W-2s on file. The elimination of Form 8453, the current signature form for elec- 
tronic returns, would expedite the filing process for practitioners. NSA fully sup- 
ports this recommendation. 

There are two further recommendations NSA fully supports. One is a rec- 
ommendation that there should be a checkoff box on the electronic return authoriz- 
ing the preparer to discuss aspects of the return with the IRS. Another one which 
is likely to generate attention is a suggestion that all preparers be subject to the 
regulations governing practice before the IRS (Circular 230). According to the re- 
port, Uniform requirements will increase professionalism, encourage continuing edu- 
cation, improve ethics, and better enable the IRS to prevent unscrupulous tax pre- 
parers from operating. As indicated, NSA supports these recommendations and be- 
lieves thatthey not be limited to electronic filing. 

Other recommendations include a realignment of due dates for tax returns, expan- 
sion of the telefile pool, and making paperless payment methods available to tax- 
payers. The report also recommends that the IRS pay tax practitioners (as an incen- 
tive) for submitting electronic returns until 2004, after which the incentives will ter- 
minate and all practitioners will be required to file electronically. 

NSA clearly recognizes that implementation of these other recommendations will 
have a pronounced and dramatic impact on the tax practice which independent ac- 
countants have traditionally known. Accordingly, it is our intention to report back 
to the Subcommittee on Oversight with some further perspective on whether such 
recommendations are likely to improve the use of electronic filing — as well as the 
extent to which they are likely to improve the tax administration process overall. 

IRS Notices 

American teixpayers traditionally have had a difficult time deciphering and under- 
standing IRS notices they receive. The Commission’s report aptly describes this 
problem by stating, IRS notices and correspondence to taxpayers often fail to ex- 
plain the problem in a clear and simple manner and fail to inform the taxpayer how 
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to resolve it. According to the report, 85 percent of the certified public accountants 
in a survey mentioned that IRS notices do not contain a precise explanation of the 
problem. NSA supports the report s recommendation calling for the IRS to continue 
its notice re-engineering effort. This effort should continue its focus on designing no- 
tices with concise explanations of the amounts owed, how adjustments have been 
calculated, and how teixpayers should comply. 

Tax Simplification 

The complexity of the tax laws represent a high level of frustration for taxpayers 
and the practitioner community. NSA recognizes that we live in a complex society 
and that complexity is inevitable. We agree with the Commission’s plea for consist- 
ent interpretation of the law, rules and regulations by the IRS. It is the inconsistent 
treatment of them that causes the greatest consternation in the practitioner commu- 
nity. Where possible, the laws need to be simplified and mechanisms put in place 
whereby taxpayers can expect to be treated consistently and fairly no matter where 
they are located. 


Taxpayer Advocate 

NSA acknowledges the Commission’s point that over the last several years Con- 
gress has made great strides in passing legislation that is designed to protect the 
rights of the taxpayers. We agree with the Commission that the Taxpayer Advocate 
must be empowered to speak for teixpayers and to take actions on their behalf. In 
this regard, the Taxpayer Advocate position needs to be strengthened and made an 
independent voice within the IRS. The Commission is on the right track. If the IRS’s 
primary mission is one of customer service, the transition of the Taxpayer Advocate 
will be a natural one. 


Conclusion 


The National Society of Accountants looks forward to working closely with the 
Subcommittee on Oversight in its quest to improve the working structure and proce- 
dures of the IRS. NSA thanks the Subcommittee for the opportunity to participate 
in this important project. 


Sincerely, 


Leroy A. Strubberg 

President 


National Tax 
Consultants, Inc. 

July 22, 1997 

The Honorable Nancy L. Johnson 
Subcommittee on Oversight 
Committee on Ways and Means 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Chairman Johnson: 

The purpose of this submission is to provide more details to my letter of support 
for the bipartisan efforts of the National Commission on Restructuring the Internal 
Revenue Service. If adopted. Congress will change the Internal Revenue Service as 
we know it. This change will be a positive contribution to the quality of life of not 
only the American teixpayers but to the loyal employees of the Internal Revenue 
Service as well. 

The main controversy of the Commission’s report is centered around the establish- 
ment of an independent Board of Directors. While I am not insensitive to Treasury’s 
objections to such a board, I believe that an independent Board of Directors is one 
of the Commission’s most important contributions. The proposed Board of Directors 
would not be part of the bureaucratic culture indigenous to large organizations like 
the Internal Revenue Service. An independent Board of Directors will be able to 
take an objective look at problems, processes, procedures and programs. The Inter- 
nal Revenue Service and the Department of the Treasury can benefit from the in- 
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sights provided to it by a knowledgeable, blue ribbon group of people. These profes- 
sionals, individually and collectively, will be in a position to help the Internal Reve- 
nue Service change into a “service oriented, customer service focussed organization. 

Over the past ten years I have attempted to work with the Internal Revenue 
Service through a variety of liaison activities including a two-year term on the Com- 
missioner’s Advisory Group. In that extensive time frame it became evident to me 
that is very difficult, if not impossible, for outside groups to have a broad based im- 
pact on changing the Internal Revenue Service. An independent Board of Directors 
will provide an institutionalized conduit for positive and constructive recommenda- 
tions. The Internal Revenue Service’s current structure of obtainiM input and ideas 
from the teix practitioner community is simply a public relations effort. 

It is important for Congress to realize that Board of Directors concept is devised 
to primarily focus on the administration of the teix policy. Tax policy is and should 
remain a function of the Treasury Department. It is the administration of Treas- 
ury’s policies that the new Board will address. 

The Commission is also emphasizing the concept of service over compliance. In 
the last several years, the deficit of this country has been reduced because the 
amount of money sent to the Treasury has increased significantly. Does any one in 
this nation believe that the increase in tax receipts is due to the compliance efforts 
of the Internal Revenue Service? On the contrary, most of the funds that found its 
way into the United States Treasury arrived there without any collection effort. In 
other words, the citizens of this country voluntarily send taxes to the Internal Reve- 
nue Service. Unlike the teix collector in biblical times, the Service does not have to 
go door to door to collect its due from the large majority of its citizens. Yet, the 
Service still considers its main mission to be one of tax compliance. While human 
nature requires us to give the Internal Revenue Service some compliance tools, the 
service component should be the primary engine that drives its mission. 

By adopting a service mission. Congress will, in fact, “change the IRS as we know 
it.” We believe that the American public expects a service mission from the Internal 
Revenue Service. A service oriented mission will bring out the best in people. We 
have seen how the compliance mission is bringing out undesirable negative qualities 
in some of the agency’s employees. It has been my personal experience that most 
IRS employees want to do a good job. However, in many instances, the culture and 
the system is preventing them from performing the type of service that they are ca- 
pable of providing to the taxpayers. Changing the mission will change the Service’s 
focus in a very positive sense. 

Tax System Modernization is an integral part of developing a viable service mis- 
sion. Without avant garde technical prowess, the Service will never be able to pro- 
vide the kind of service that Congress and the American public will come to expect. 
Furthermore, tax systems modernization is not just computers and programs. It also 
includes modern fax and copy machines, telephone systems and so forth. Tax system 
modernization is never completed. If the Service were to immediately implement 
any of its ideas, the chances for instantaneous obsolescence would be very high on 
the very day of implementa- tion. Congress must recognize that funds must be built 
in to the budget to accommodate changing technology. 

The practitioner community and the taxpayers have not accepted the electronic 
filing program because it is easier to file a paper return. The current electronic fil- 
ing program has more disincentives than it has incentives. Over the past six years, 
I have made Herculean efforts to help the Service understand why the program has 
not been successful. The electronic filing of tax returns should be mandatory for 
most practitioners. However, many improvements in the system have to be made 
before this happens. 

In addition to the mechanical improvements, the Service should consider “booster 
shot” incentives. The problem is critical, and extreme measures should be consid- 
ered to expedite its solution. An incentive that could have significant potential for 
increasing the acceptance of electronic filing is to develop a program resulting in the 
conclusion that an electronically filed return will not be audited and that the tax- 
payer would be notified of the conclusion. This, of course, would require caveats, 
conditions and exceptions. While the recommendation may be a radical departure 
from current tax administration procedures and have inherent risks, the benefits 
may outweigh those risks. Electronic Filing of teix returns is the platform for Tax 
Systems Modernization. We must get the program to work or the concept of mod- 
ernization will be greatly compromised. 

The complexity of the tax laws represent a high level of frustration for taxpayers 
and the practitioner community. Nevertheless, we live in a complex society; com- 
plexity is inevitable. I agree with the Commission’s plea for consistent interpretation 
of the law, rules and regulations by the Internal Revenue Service. It is the incon- 
sistent treatment of the rules that cause the greatest consternation among the prac- 



97 


titioner community. Where possible, the laws need to be simplified and mechanisms 
put into place whereby taxpayers can expect to be treated consistently and fairly 
no matter where they are located. 

The Commission was on track when it pointed out that over the last several years 
Congress has made great strides in passing legislation that was designed to protect 
the rights of the teixpayers. I also agree with the Commission that Teixpayer Advo- 
cates must be empowered to speak for and to take actions on behalf of taxpayers. 
The Taxpayer Advocate needs to be strength- ened so that advocates are free to help 
taxpayers resolve problems the solutions of which may go against the culture of the 
system. Their hands must be untied so that they are not so dependent on their cur- 
rent supervisors for support. I believe the Commission is on the right track and that 
if the Service’s primary mission is changed from service to compliance, the transi- 
tion of the advocate program will be a natural one. 

Financial accountability of an agency like the Internal Revenue Service should be 
an inalienable right of our democratic society. The Internal Revenue Service should 
provide this nation with a model of financial accountability. In order to regain the 
trust and respect of the American people, the IRS must demonstrate that it is finan- 
cially accountable. 

In conclusion, I support the recommendations of the National Commission on Re- 
structuring the Internal Revenue Service. The recommendations need to be adopted 
in full as the sum of its parts are greater than the whole. 


Sincerely, 


William Stevenson 

President 
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